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CHARMAN'S STATEMENT

RESULTS

| am pleased to report that the Group achieved marked improvement in results for the year ended December 31,
2007. For the fiscal year of 2007, the Group's turnover increased by 41% to HK3$4,986 million. Profit attributable to
equity holders of the Company increased by over 29 times to HK$477 million.

The Board of Directors recommends the payment of a final dividend of HKS cents per share for the year ended
December 31, 2007.

BUSINESS REVIEW AND OUTLOOK

Vitamin C series

Total sales volume of the major products of this series increased by 13% to 28,288 tonnes for the current year.
With the market supply and demand moving towards a more balanced state, product prices rebounded significantly
during the year. The average price of vitamin C for the year was US$4.60 per kg, an increase of 64.3% over
US5%2.80 of the previous year. The gross profit margin of the entire series increased from 13.5% in the previous year
to 38.0% in the current year.

The current market demand for vitamin C remains strong and product prices continue to stay at a satisfactory level.
it is expected that the performance of this business will be able to improve further in 2008,

Penicillin series

Total sales volume of the major products of this series decreased by 5% to 8,102 tonnes for the current year. During
the year, market supply has been affected by the more stringent environmental requlations, resulting in a sharp
increase of the product prices. The respective average prices of penicillin industrial salt, amoxicillin and 6-APA for
the year were US$17.86, US$35.11 and US$38.51 per kg, substantially higher than the respective average prices of
US$10.01, US$22.20 and US$20.92 of the previous year. The gross profit margin of the entire series increased from
15.7% in the previous year to 37.5% in the current year,

Market supply has gradually returned to normal with the improvement in the area of environmental protection.
Coupled with the addition of new production capacity in the market, product prices began to decline swiftly in the
fourth quarter. Currently, the inventary pressure of the manufacturers has been lessened and product prices have
begun to recover from the low level at the beginning of the year. However, the performance of this business in 2008
is not expected to be able to achieve the same profitability level of 2007.

Cephalosporin series

Total sales volume of the major products of this series decreased by 4% to 1,061 tonnes for the current year. After
the significant drop in previous year, product prices steadily recovered during the year. The average price of 7-ACA
for the year was US$91.31 per kg, an increase of 21.3% over US$75.25 of the previous year. Gross profit margin of
the entire series increased from 13.5% in the previous year to 16.2% in the current year.

Product prices have declined recently. It is expected that the performance of this business will be relatively stable in
2008.
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CHARMAN'S STATEMENT

Finished drugs

Even though market competition was still fierce in the current year, revenue of this business managed to grow by
16.6%. Gross profit margin increased from 22.1% in the previous year to 25.0% in the current year. Sales revenue
of the vitamin C supplement products reached HK$64,000,000 for the year, @ growth of 74% as compared with
the previous year’s figure, However, with the substantial increase of selling and distribution expenses, this business
only ended up recording an operating profit of HK$6,409,000 for the year, a decline of 79% as compared with the

previous year's figure.

Market competition is expected to remain fierce. The Group will try to enhance the performance in 2008 by the
introduction of new products and strengthening of sales efforts.

Patent drug
The patent drug, butylphthalide, maintained a steady growth in sales during the year. Apart from strengthening the
domestic sales efforts, the Group will continue its efforts to tap into the overseas market.

FINANCIAL REVIEW

Liquidity and financial position

In 2007, the Group’s operating activities generated a net cash inflow of HK$899,494,000. Capital expenditure
in relation to the additions of fixed assets amounted to HK$491,740,000. As at December 31, 2007, the Group's
current ratio was 1.0, same as the level of the previous year. Debtor turnover period (ratio of the total of trade
receivables and bills receivables balance to sales, inclusive of value added tax for sales in the PRC) was 62 days in
the current year, as compared with 55 days a year earlier. Owing to the slowdown in sales of penicillin products in
the second half of the year, inventary turnover period (ratio of inventories balance to cost of goods sold) increased
from 85 days in the previous year to 98 days in the current year.

As at December 31, 2007, the Group had total borrowings of 'HK$1,701,830,000 {comprising bank loans of
HK$1,692,426,000 and loans from an intermediate holding company of HK$9,404,000). The maturity profile spreads
over a period of four years with HK$985,447,000 repayable within one year and the remaining HK$716,383,000
repayable between two to four years. Net gearing ratio as at December 31, 2007 was 38% (which was calculated
on the basis of the Group’s total borrowings net of bank balances and cash of HK$436,843,000 over shareholders’
equity at the balance sheet date), as compared with 46% a year earlier,

38% of the Group’s borrowings are denominated in Hong Kong dollars and the remaining 62% in Renminbi. The
Group’s revenues are denominated mainly either in Renminbi or in US dollars. Foreign exchange forward contracts
are employed by the Group to minimise the currency exposure.

Pledge of assets
As at December 31, 2007, bank deposits of HK$751,000 {2006: HK$4,104,000) were pledged to banks to secure
banking facilities granted to the Group.
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Contingent liabilities

As disclosed in the Company's press announcement dated February 22, 2005, the Company and one of its
subsidiaries are named as, among others, defendants in a number of antitrust complaints filed in the United States.
Up to the date of this report, four antitrust complainis have been served on the Company and three antitrust
complaints have been served on the subsidiary.

The directors and management of the Company intend to contest the claims set out in the antitrust complaints
vigorously. The Group has appointed legal advisors to advise them in the legal proceedings and the outcome of the
antitrust complaints cannot be reliably estimated with reasonable certainty at this stage.

Further information on the antitrust complaints is set out in note 40 to the consclidated financial statements.

EMPLOYEES

As at December 31, 2007, the Group had about 8,370 employees, the majority of them were employed in the PRC.
The Group will continue to offer competitive remuneration packages, discretionary share options and bonuses to
staff based on the performance of the Group and the individual employee.

ACKNOWLEDGEMENT

On behalf of the Board of Directors, | would like to take this opportunity to express our sincere thanks ta our
shareholders for their support and to our staff for their commitment and diligence during this year.

By order of the Board
CAI DONGCHEN

Chairman

Hong Kong, April 17, 2008
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CORPORATE GOVERNANCE PRACTICES

The Company is committed to ensuring a high standard of corporate governance. The Board believes that good
corporate governance practices are increasingly important for maintaining and promoting the confidence of
investors. The Board will review its corporate governance practices from time to time to ensure they reflect the latest
development and meet the expectations of the investors.

The Company has complied with the code provisions in the Code on Corporate Governance Practices {the "Code”)
contained in Appendix 14 of the Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong
Limited (the *Listing Rules”) throughout the year ended December 31, 2007 with certain deviation from code
provision A.2.1 as set out in this report.

BOARD OF DIRECTORS

The Board currently comprises eight executive directors, one non-executive director and four independent non-
executive directors. One of the independent non-executive directors has the appropriate professional accounting
experience and expertise. The biographies of the directors are set out on pages 13 to 14 of the annual report.

The Board is responsible for establishing strategic direction, setting objectives and business plans and monitoring
performance. The management of the subsidiaries of the Company is responsible for the day-to-day management

and operation of their respective individual business units.

The Board meets regularly to review the financial and operating performance of the Group and approve business
plans. Four regular Board meetings were held at approximately quarterly interval in 2007. Individual attendance of
each director at the regular Board meetings, Audit Committee meetings and Remuneration Committee meeting
during 2007 is set out below:

Attendance/Number of Meetings
Audit  Remuneration

Director Board Committee Committee

Executive Directors:

Cai Dongchen (Chairman) a/4
Yue Jin 4/4
Feng Zhenying 4/4
Ji Jianming 444
Chak Kin Man 4/4
Pan Weidong 3/4
Li Zhibiao 4/4
Zhang Zheng 4/4
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Attendance/Number of Meetings
Audit Remuneration
Director Board Committee Committee

Non-Executive Director:
Lee Ka Sze, Carmelo 3/4 3/4 11

Independent Non-Executive Directors:

Huo Zhenxing 4/4 A/4 111
Qi Moujia 3/4
Guo Shichang 2/4
Chan Siu Keung, Leonard 4/4 444 11

CHAIRMAN AND MANAGING DIRECTOR

Code provision A 2.1 of the Code stipulates that the roles of chairman and managing director should be separate
and should not be performed by the same individual. Mr. Cai Dongchen, the Company’s Chairman, has also
assumed the role as the managing director of the Company. The Company believes that vesting both roles in Mr.
Cai will allow for more effective planning and execution of business strategies. As all major decisions are made
in consultation with members of the Board, the Company believes that there is adequate balance of power and
authority in place.

NON-EXECUTIVE DIRECTORS

Each of the non-executive director and independent non-executive directors has entered into a service contract
with the Company for a term of two years from January 1, 2007 subject to the requirement that one-third of all the
directors shall retire from office by rotation at each annual general meeting pursuant to the Articles of Assaciation
of the Company.

REMUNERATICN OF DIRECTORS

The Remuneration Committee of the Company is responsible for reviewing the remuneration policies, approving
the salary, bonus and other benefits of executive directors and recommending to the Board remuneration of non-
executive directors. The committee currently comprises three members, namely Mr. Chan Siu Keung, Leonard
(Chairman}, Mr. Lee Ka Sze, Carmelo and Mr. Huo Zhenxing.

One meeting was held in 2007. Based on its review of the operating results of the Group, individual performance
and comparable market statistics, the committee has considered and approved the remuneration of the executive
directors of the Company at the meeting.
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NOMINATION OF DIRECTORS

The Beard has not established a nomination committee. According to the Articles of Association of the Company,
the Board has the power from time to time and at any time to appoint any person as a director either to fill a casual
vacancy or as an addition to the Board. The Board will review the structure, size and compasition of the Board from
time to time and make recommendation on the appointment of directors.

Mr. Wei Fumin resigned as an executive director of the Company with effect from April 2, 2007. The Board has not
appeinted any new directors during 2007.

DIRECTORS’ SECURITIES TRANSACTIONS

The Company has adopted the Model Code for Securities Transactions by Directors of Listed Issuers (the “Model
Code”) set out in Appendix 10 of the Listing Rules. Having made specific enquiry, all directors have complied with
the required standard set out in the Model Code throughout the year of 2007

AUDIT COMMITTEE

The Audit Committee of the Company is responsible for providing an independent review of the effectiveness of
the financial reporting process and internal control system of the Group. The committee currently comprises three
members, namely Mr. Chan Siu Keung, Leonard (Chairman), Mr. Lee Ka $ze, Carmelo and Mr. Huo Zhenxing.

Four meetings were held tn 2007. At the meetings, the committee considered the fees charged by the auditor,
reviewed the quarterly, half-yearly and annual financial statements, reviewed the auditor's management letter and
management response and reviewed the annual budget of the Group.

Based on the review and discussion at the meetings, the committee recommended to the Board to approve the
quarterty, half-yearly and annual results of the Group and to adopt the measures to improve the internal control
system as suggested by the auditor in the management letters.

INTERNAL CONTROLS

The Board has overall responsibility for the system of internal controls and for reviewing its effectiveness. During
the vyear, the Board has conducted a review of the effectiveness of the system of internal control of the Group. The
review covered all material controls, including financial, operational and compliance controls and risk management
functions. Based an the results of the review, the Group would take steps 1o further enhance the effectiveness of
the internal control system.

AUDITOR'S REMUNERATION

During the year, the auditor of the Company charged HK$1,800,000 for audit services and HK$772,000 for non-
audit services. The non-audit services consist of review of half-yearly financial statements, review of statement of
indebtedness and certain agreed-upon procedures.
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FINANCIAL REPORTING

The Board acknowledges its responsibility for preparing the financial statements of the Company and the Group.
The reporting responsibilities of the auditor are set out in the independent auditor's report on page 19 to 20 of the
annual report.

SHAREHOLDER COMMUNICATION
The objective of shareholder communication is to provide our shareholders with detailed information about the
Company so that they can exercise their rights as shareholders in an informed manner.

The Company uses a range of communication toals to ensure its shareholders are kept well informed of key business
imperatives. These include general meetings, interim and annual reports, announcements and circulars. Procedures
for voting by polt have been included in the circulars of the Company accompanying notices convening general
meetings and have been read out by the chairman at the general meetings held in 2007,

At the 2007 annual general meeting, separate resolution was proposed by the chairman in respect of each separate
issue, including re-election of directors. The respective chairman of the Board, Audit Committee and Remuneration
Committee attended the 2007 annual general meeting to answer questions raised by shareholders.

[ N AL A O BV (I O 4 VAL VI |



DiEEcToRS’ REPORT

The directors present their annual report and the audited consolidated financial statements of the Company and its
subsidiartes (collectively referred te as the “Group”) for the year ended December 31, 2007.

PRINCIPAL ACTIVITIES
The Company acts as an investment holding company. (etails of the principal activities of its subsidiaries and jointly
cantrolled entity are set out in notes 42 and 21 to the consolidated financial siatements, respectively.

MAJOR CUSTOMERS AND SUPPLIERS
The aggregate sales and purchases attributable to the Group’'s five largest customers and suppliers were less than
30% of the Group's total sales and purchases for the year, respectively.

At no time during the year did a director, an associate of a director or a shareholder of the Company {which to
the knowledge of the directors owns more than 5% of the Company's share ¢apital) bave an interest in any of the
Group’s five largest customers or suppliers.

RESULTS AND APPROPRIATIONS
The results of the Group for the year ended December 31, 2007 are set out in the consclidated income statement
on page 21 of the annual report.

The Board of Directors recommends the payment of a final dividend of HK5 cents per share for the year ended
December 31, 2007, representing a distribution of approximately HK$76,906,000. Subject to shareholders' approval
of the final dividend at the annual general meeting on May 23, 2008, payment of the final dividend will be made an
June 10, 2008 to shareholders whose names appear on the register of members of the Company on May 23, 2008.

The register of members of the Company will be closed from May 19, 2008 to May 23, 2008, both dates inclusive,
during which period no transfer of shares will be effected. In order to qualify for the entitlement of the final
dividend, a!l ransfer forms accompanied by the relevant share certificates must be lodged with the Company’s share
regisirar, Tricor Secretaries Limited, at 26th Floor, Tesbury Centre, 28 Queen's Road East, Hong Kong, for registration
not later than 4:30 p.m. on Friday, May 16, 2008,

DISTRIBUTABLE RESERVES OF THE COMPANY
The Company's reserves available for distribution to shareholders as at December 3t, 2007 comprised the retained

profits of approximately HK$258,055,000 (2006: HK$139,975,000}.

PROPERTY, PLANT AND EQUIPMENT

During the year, the Group continued io upgrade its production facilities for bulk drug products and finished drug
products. Details of these and other movements during the year in the property, plant and equipment of the Group
are set out in note 15 to the consolidated financial statements.

SHARE CAPITAL AND SHARE OPTION SCHEME
Details of the share capital and share option scheme of the Company are set out in notes 31 and 32 to the

consolidated financial statements, respectively.

1
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DIRECTORS

The directors of the Company during the year and up to the date of this report were:

Executive directors:

Cai Dongchen, Chairman

Yue Jin

Feng Zhenying

ji Jianming

Chak Kin Man

Pan Weidong

Li Zhibiao

Zhang Zheng

Wei Fumin (resigned on Aprif 2, 2007)

Non-executive director:
Lee Ka Sze, Carmelo

Independent non-executive directors:
Huo Zhenxing

Qi Mouijia

Guo Shichang

Chan Siu Keung, Legnard

in accordance with Article 10t of the Company’s Articles of Association, Messrs. Yue Jin, Feng Zhenying, Chak Kin
Man, Huo Zhenxing and Guo Shichang retire at the forthcoming annual general meeting by rotation and, being
eligible, offer themselves for re-election.

DIRECTORS’ SERVICE CONTRACTS
Each of the non-executive director and independent non-executive directors of the Company has entered into a
service contract for a term of two years from January 1, 2007,

Other than as disclosed above, no director proposed for re-election at the forthcoming annual general meeting has

than statutory compensation).

|
|
|
|
a service contract which is not determinable by the Group within one year withaut payment of compensation (other
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BIOGRAPHICAL DETAILS OF DIRECTORS AND SENIOR MANAGEMENT

CAl Dongchen

Mr. Cai, aged 54, Chairman of the Company, was appointed as an executive director of the Company in 1998. Mr.
Cai graduated from Hebei Finance Coilege in the People’s Republic of China (the “PRC") and has over thirty years of
technical and management experience in the pharmaceutical industry.

YUE lJin
Mr. Yue, aged 44, was appointed as an executive director of the Company in 2001. He graduated from Hebei
University in the PRC and has over twenty years of technical and management experience in the pharmaceutical
industry,

FENG Zhenying

Mr. Feng, aged 52, was appointed as an executive director of the Company in 2003. He graduated from
Hebei Chemical College in the PRC and has over twenty years of technical and management experience in the
pharmaceutical industry.

JI Jianming

Mr. Ji, aged 45, was appointed as an executive director of the Company in 2005. He graduated from Hebei
University in the PRC and has over twenty years of technical and management experience in the pharmaceutical
industry.

CHAK Kin Man

Mr. Chak, aged 42, was appointed as an executive director of the Company in 2005. He is a certified public
accountant of the Hong Kong Institute of Certified Public Accountants and a fellow member of the Association of
Chartered Certified Accountants. He holds a Bachelor of Social Sciences degree from the University of Hong Koeng
and has over eighteen years of experience in auditing and financial management.

PAN Weidong
Mr. Pan, aged 38, was appointed as an executive director of the Company in 2006. He graduated from Shijiazhuang
Post College in the PRC and has over sixteen years of experience in financial management and accounting.

Ll Zhibiao

Mr. Li, aged 44, was appointed as an executive director of the Company in 2006. He holds a Master of Biology
degree from Hebei Normal University in the PRC and has over sixteen years of business development and marketing
experience in the pharmaceutical industry.

ZHANG Zheng
Mr. Zhang, aged 27, was appointed a5 an executive director of the Company in 2006. He holds a Bachelor of
Business Studies degree from Charles Sturt University in Australia.
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BIOGRAPHICAL DETAILS OF DIRECTORS AND SENIOR MANAGEMENT (continued)

LEE Ka $ze, Carmelo

Mr. Lee, aged 47, was appointed as an independent non-executive director of the Company in 1996 and re-
designated as a non-executive director in 2004, He is also a member of the Audit Committee and Remuneration
Committee of the Company. He holds a Bachelor of Laws degree from the University of Hong Kong. He is a salicitor
by profession and is a partner of a law firm in Hong Kong.

HUO Zhenxing

Mr. Huo, aged 72, was appointed as an independent non-executive director of the Company in 1994. He is also
a member of the Audit Committee and Remuneration Committee of the Company. He was the former head of
Industrial and Commercial Bank of China, Hebei Province branch and Shijiazhuang sub-branch.

Ql Moujia
Mr. Qi, aged 75, was appointed as an independent non-executive director of the Company in 1996. He was
the former director of the State Drug Administration of China (the “SDA”, now known as the State Food and
Drug Administration of China), He was the deputy chairman and chairman of the SDA in 1978 and 1982-1994,
respectively.

GUO Shichang
Mr. Guo, aged 66, was appointed as an independent non-executive director of the Company in 2004. He was the
Vice Governor of Hebei Provincial People’s Government in the PRC from 1993 to 2002.

CHAN Siu Keung, Leonard

Mr. Chan, aged 50, was appointed as an independent non-executive director of the Company in 2004. He is also a
member of the Audit Committee and the Remuneration Committee of the Company. He is a qualified accountant
and a member of the Institute of Chartered Accountants of Gntario. He holds a Master of Business Administration
degree from York University, Ontarig, Canada and has extensive experience in finance and investment.

DIRECTORS’ INTERESTS IN CONTRACTS OF SIGNIFICANCE
Woo, Kwan, Lee & Lo, a firm of solicitors of which Mr. Lee Ka Sze, Carmelo is a partner, rendered professional
services to the Group for which it received normal remuneration.

Other than as disclosed above, no contracts of significance to which the Company, its holding companies, fellow
subsidiaries or subsidiaries was a party and in which a director of the Company had a material interest, whether
directly or indirectly, subsisted at the end of the year or at any time during the year.

14 ,[ ol B AR TUTT AL GROUER IS
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DIRECTORS’ INTERESTS IN SHARES, UNDERLYING SHARES AND DEBENTURES

As at December 31, 2007, the interests of the directors and their associates in the shares, underlying shares and

debentures of the Company and its associated corporations (within the meaning of Part XV of the Securities and
Futures Ordinance (the “SFO”)), as recorded in the reqgister maintained by the Company pursuant ta Section 352
of the SFO, or as otherwise notified to the Company and The Stock Exchange of Hong Kong Limited (the "Stock
Exchange”) pursuant to the Model Cade for Securities Transactions by Directors of Listed Companies {the “Model
Code”) contained in the Rules Governing the Listing of Securities on the Stack Exchange (the “Listing Rules”), were

as follows:

Long positions:
Approximate
Number of percentage of the
issued ordinary issued share capital
Name of director Capacity shares held of the Company

Chak Kin Man Beneficial owner 4,000 0.00026%

Other than as disclosed above, none of the directors nor their associates had any interests or short positions in the
shares, underlying shares and debentures of the Company or any of its associated corporations as at December 31,
2007.

ARRANGEMENTS TO PURCHASE SHARES OR DEBENTURES

Other than as disclosed in note 32 to the consolidated financial statements, at no time during the year was the
Company, its holding companies, fellow subsidiaries and subsidiaries, a party to any arrangements to enable
the directars of the Company to acquire benefits by means of the acquisition of shares in, or debentures of, the
Company or any other body corporate.
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SUBSTANTIAL SHAREHOLDERS

As at December 31, 2007, the register of substantial shareholders maintained by the Company pursuant to Section
336 of the SFO shows that the following shareholders had notified the Company of relevant interests in the issued
share capital of the Company.

Approximate
Number of percentage of the
issued ordinary issued share capital

Name of substantial shareholder Capacity shares held of the Company
Employees’ Shareholding Society interest of a controlled 783,316,161 50.93%
of Legend Holdings Limited corporation {note i)
Legend Holdings Limited Interest of a controlled 783,316,161 50.93%
corporation (note i)
Shijtazhuang Pharmaceutical Group Interest of a controlled 783,316,161 50.93%
Company Limited {"SPG") corporation (note i)
China Charmaine Pharmaceutical Beneficial owner 783,316,161 50.93%
Company Limited {note ii)
Notes:

(i) Employees' Shareholding Society of Legend Holdings Limited owns 35% interest in Legend Holdings Limited which in turn
owns 100% interest in SPG. Therefore, they are deemed to be interested in 783,316,161 shares of the Company in which
SPG has an indirect interest.

(iiy China Charmaine Pharmaceutical Company Limited is a wholly-owned subsidiary of SPG.
Other than as disclosed above, the Company has not been natified of any other relevant interests or short positions

in the issued share capital of the Company or any other interests representing 5% or more of ithe issued share
capital of the Company as at December 31, 2007.




DiREcTORS’ RIERPORT

CONNECTED TRANSACTIONS

Details of the discloseable connected transactions during the year are set out in note 25 to the consolidated
financial statements. Pursuant to Rule 14A .38 of the Listing Rules, the board of directors engaged the auditor
of the Company to perform certain agreed upon procedures in respect of the continuing connected transactions
of the Group. The auditor has reported their factual findings on these procedures to the board of directors. The
independent non-executive directors have reviewed the continuing connected transactions and the report of the
auditor and have confirmed that the transactions have been entered into by the Group:

(i) in the ordinary and usual course of the Group's business;

{ii} either on normal commercial terms or on terms no less favourable than terms available to or from
independent third parties; and

(i) in accordance with the relevant agreements governing such transactions on terms that are fair and reasonable
and in the interests of the sharehalders of the Company as a whole.

In respect of the acquisitton of Shijiazhuang Pharma Group {Inner Mongolia) Zhongkang Sugar Products Company
Limited {*Zhongkang”), details of which are set out in note 36 to the consolidaied financial statemenis and an
announcement of the Company dated August 30, 2007, the independent non-executive directors confirmed that
the audited profit of Zhongkang for the year ended December 31, 2007 exceeded RMB20,000,000 according to
the generally accepted accounting principles and standards in Hong Kong, which fulfilled the profit guaraniee

requirement as set out in the agreement of the transaction.

PURCHASE, SALE OR REDEMPTION OF THE COMPANY’S LISTED SECURITIES
During the year, neither the Company nor any of its subsidiaries purchased, sotd or redeemed any of the Company’s
listed securities.

DISCLOSURE UNDER RULE 13.18 OF THE LISTING RULES

Pursuant to three bank loan agreements, it will be an event of default under each of the loan agreements if SPG
owns less than 40% of the issued share capital of the Company. The outstanding principal of these bank loans at
December 31, 2007 amounted to HK$652,000,000 and the last instaiment repayment is due in September 2011.

Save as disclosed above, there are no other events which are required to be disclosed by the Company under Rule
13.18 of the Listing Rules.

et
-
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APPOINTMENT OF INDEPENDENT NON-EXECUTIVE DIRECTORS

The Company has received, from each of the independent non-executive directors, an annual confirmation of
his independence pursuant to Rule 3.13 of the Listing Rules. The Company cansiders all of the independent non-
executive directors are independent.

EMOLUMENT PQLICY
The emoluments of the directors of the Company are decided by the Remuneration Committee, having regard to the
Company’s operating results, individual performance and comparable market statistics.

The Company has adopted a share option scheme as an incentive ta directors and eligible employees, details of the
scheme are set out in note 32 to the consolidated financial statements.

SUFFICIENCY OF PUBLIC FLOAT
The Company has maintained a sufficient public float of not less than 25% of the Company’s issued shares as
required under the Listing Rules throughout the year ended December 31, 2007.

CHARITABLE DONATIONS
During the year, the Group made charitable donations amounting to approximately HK$454,000.

AUDITOR
A resolution will be submitted to the annual general meeting of the Company to re-appoint Messrs. Deloitte Touche
Tohmatsu as auditor of the Company.

On hehalf of the Board
CAl DONGCHEN
Chairman

April 17, 2008




INDERENDENT AUBITOR'S RIEPORT

Deloitte

TO THE MEMBERS OF CHINA PHARMACEUTICAL GROUP LIMITED
TREHEEMARALE
{incorporated in Hong Kong with limited liability}

We have audited the consolidated financial statements of China Pharmaceutical Group Limited {the "Company”) and
its subsidiaries (collectively referred to as the “Group”) set out on pages 21 to 78 which comprise the consolidated
and Company balance sheets as at December 31, 2007, and the consolidated income statement, the consolidated
statement of changes in equity and the consolidated cash flow statement for the year then ended, and a summary
of significant accounting policies and other explanatory notes.

DIRECTORS’ RESPONSIBILITY FOR THE CONSOLIDATED FINANCIAL STATEMENTS

The directors of the Company are responsible for the preparation and the true and fair presentation of these
consolidated financial statements in accordance with Hong Kong Financial Reporting Standards issued by the
Hong Kong Institute of Certified Public Accountants and the Hong Kong Companies Ordinance. This responsibility
includes designing, implementing and maintaining internal contral relevant to the preparation and the true and fair
presentation of the consolidated financial statements that are free from material misstatement, whether due to
fraud or error; selecting and applying appropriate accounting policies; and making accounting estimates that are
reasonable in the circumstances.

AUDITOR’S RESPONSIBILITY

Our responsibility is to express an opinion on these consolidated financial statements based on our audit and to
report our opinion solely to you, as a body, in accordance with section 141 of the Hong Kong Companies Ordinance
and for no other purpese. We do not assume responsibility towards or accept liability to any other person for the
contents of this report. We conducted our audit in accordance with Hong Kong Standards on Auditing issued by
the Hong Kong Institute of Certified Public Accountants. Those standards require that we comply with ethical
requirements and plan and perform the audit to obtain reasonable assurance as to whether the consolidated
financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
consolidated financial statements. The procedures selected depend on the auditer’s judgment, including the
assessment of the risks of material misstatement of the consolidated financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal contral relevant to the entity’s preparation
and true and fair presentation of the consolidated financial statements in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
entity’s internal control. An audit also includes evajuating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by the directors, as well as evaluating the overall presentation of the
consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion,
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OPINION

In cur opinion, the consolidated financial statements give a true and fair view of the state of affairs of the Company
and of the Group as at December 31, 2007 and of the Group’s profit and cash flows for the year then ended in
accordance with Hong Kong Financial Reporting Standards and have been properly prepared in accordance with the
Hong Kong Companies Ordinance.

Deloitte Touche Tohmatsu
Certified Public Accountants

Hong Kong, April 17, 2008




CONSOUBATED INCOME STATEMENT

For the year ended December 31, 2007

Revenue
Cost of sales

Gross profit

Other income

Selling and distribution expenses
Administrative expenses

Other expenses

QOperating profit

Share of loss of a jointly controlled entity

Change in fair value of a derivative
financial instrument

Finance costs

Profit before tax
Income tax (charge) credit

Prafit for the year
Attributable to:

Equity holders of the Company
Mingrity interests

Proposed dividend

Earnings per share — Basic

2007
Notes HKS%'000
7 4,986,059

(3.449,641)

2006
HK$°000

3,538,754
{2,925,429)

1,536,418 613,325

27,278 34,814

(379,203) (232,511)

(471,280) (308,094)

(74,822) (6,808}

638,391 100,726

(2,683) (3,350)

(551) —_

8 (112,809} (95,776)
9 522,348 1,600
10 {45,569) 13,763
476,779 15,363

477,388 15,664

{609) (301)

476,779 15,363

13 76,906 —
HK cents HK cents

14 31.04 1.02

FL I R
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At December 31, 2007

Non-current assets
Property, plant and equipment
Prepaid lease payments
Intangible asseis
Goodwill
Deposit paid for investment in an associate
Interest in a jointly controlled entity
Pledged bank deposits

Current assets
Inventories
Trade and other receivables
Bills receivables
Prepaid lease payments
Tax recoverable
Trade receivabies due from a related company
Amount due from a jointly controlled entity
Pledged bank deposits
Bank balances and cash

Current liabilities
Trade and other payables
Bills payables
Trade payabies due to a related company
Amounts due to related companies
Tax liabilities
Unsecured bank loans
Loans from an intermediate holding company
Derivative financial instrument

Net current assets

Total assets less current liabilities

Notes

15
16
17
18
20
21
22

23
24
24
16

25
25
22
22

26
26
25
25

27
28
29

2007 2006
HK$'000 HK$°000
3,648,284 3,233,026
174,544 145,923
58,876 48,275
100,718 55,764
21,277 —
20,146 21,646
751 1,312
4,024,596 3,505,946
927,867 682,935
768,828 574,488
281,586 98,501
5,384 4,361

— 1,165

—_ 2,660

14,392 13,155
—_ 2,792
436,092 387,405
2,434,149 1,767,462
1,127,786 754,147
169,537 223,118
25,820 11,360
14,978 10,454
47,103 15,002
976,043 752,000
9,404 —

551 —
2,371,222 1,766,081
62,927 1,381
4,087,523 3,507,327

0 . Goe e g % ay e
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CONSOLIDATED [BALANCE SHEET

At December 31, 2007

Notes

Non-current liabilities

Unsecured bank loans 27

Loans from ultimate holding company 28

Loan from a related company 30
Net assets
Capital and reserves

Share capital 31

Reserves

Equity attributable to equity holders of the Company
Minority interests

Total equity

2007 2006
HK$'000 HK$°000
716,383 777,000
—_ 59,493

— 20,000
716,383 856,493
3,371,140 2,650,834
153,812 153,812
3,198,486 2,487,829
3,352,298 2,641,641
18,842 9,193
3,371,140 2,650,834

The consolidated financial statements from pages 21 to 78 were approved and authorised for issue by the Board of

Directors an April 17, 2008 and are signed on its behalf by:

CAl Dongchen
DIRECTOR

CHAK Kin Man
DIRECTOR

23
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At December 31, 2007

Non-current assets
Property, plant and equipment
Investments in subsidiaries

Current assets
Other receivables
Amounts due from subsidiaries
Bank balances and cash

Current fiabilities
QOther payables
Unsecured bank loans
Derivative financial instrument

Net current assets

Total assets less current liabilities

Non-current liability
Unsecured bank loans

Net assets
Capital and reserves
Share capital

Reserves

Total equity

CAl Dongchen
DIRECTOR

Notes

15
33

34
22

27

29

27

31
35

2007 2006
HK$'000 HK$ 000
230 674
1,320,766 1,202,044
1,320,996 1,202,718
6,356 4,808
844,107 866,733
26,172 3,429
276,635 874,970
16,486 13,174
292,000 242,000
551 —
309,037 255,174
567,598 619,796
1,888,594 1,822,514
360,000 412,000
1,528,594 1,410,514
153,812 153,812
1,374,782 1,256,702
1,528,594 1,410,514

CHAK Kin Man
DIRECTOR
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CONSOLIDATED STATEMENT 0F CHANGES 1N Eeury

for the year ended December 31, 2007

Equity attributable to equity holders of the Company

Non-
Share Share Capitsl  Goodwill  Transtation distributable  Retained Minority
capital premium  contribution reserve reserve reserves profits Total interests Total
HKS 000 HKS'000 Hk§'000 HKS000 HKS'000 HK$ 000 Hi$ 000 HK§'000 HKS'000 HES000
inote j
At January 1, 2008 153,812 1672 1,362 (167,254} nin 395,54 553,541 243483 10,596 1495528
Exchange diiferances ansing on
translztion to presentziion curency
recogrused drectly in equity ~ - - - 140,508 - - 14,508 393 141,301
Profit for the year - - - - - - 15,664 15,664 {301 15,363
Tota! recogrised ncome and
expense for the year - - - - 140,908 - 15,664 156,572 92 156,664
Transfers - - - - - a4 {27,247) - - -
Cap:ial contribuon from uiumaze
fio'ding company - - a7 - - - - bE1] - PEY]
Reezse upon disposal of
2 subsdiary (rote 1) - - - - - - - - {1,595) {1,593)
At December 31, 2006 153812 10670 1599 {167,254) mon 382,766 WMo 2641641 9193 2,650,834
Excherge differences ansing on
raNsiat0 10 presentation cuirency
recognised directly 1n equity - - - - 133,269 - - 133,268 1128 834397
Profit for the year - - - - - - 471,388 471,388 (609) 426,119

Total recognised income and

expense for the year - - - - 233,269 - 47,388 110,657 519 Mz
Transfer ansing on imparment of

goodwill n respact of a jomtly

controlled enity - - - 114 - - (1124) - - -
Transfers - - - - - 170,844 {170,844} - - -
Capial contribution by the minanity

shareholder of & subsidiary - - - - - - - - 5,000 5,000
Begsion of a subsefiary frote 36) - - - - - - - - 435 4,55

Dwdend paid to the minority
shareholder of a subsidiary - - - - - - -

(426) (426)

At December 31, 2007 153,812 1116122 1,598 {160,130) 445,291 553,610 1241383 335,298 13842 330
Notes:
0} The non-distnbutable reserves represent statutory reserves appropriated from the prafit after tax of the Company’s subsidiaries and jointly controlled entity in the People’s

Republic of China (the “PRC”) under the laws and regulations of the PRC.

{ii) During the year ended December 31, 2006, M28.com hk Limited, a non-wholly owned subsidiary of the Company, was dispesed of,
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For the year ended December 31, 2007

OPERATING ACTIVITIES
Profit before tax
Adjustments for:
Amortisation of intangible assets
Amortisation of prepaid lease payments
Change in fair value of a derivative financial instrument
Depreciation of property, plant and equipment
Finance costs
Interest income
Loss (gain} on disposal/write-off of property, plant and equipment
Release of a liability from a minority shareholder
Share of loss of a jointly controlied entity

Operating cash flows before movements in working capital
(Increase) decrease in inventories

Increase in trade and other receivables

{Increase) decrease in bills receivables

{Increase) decrease in trade receivables due from a related company
{Increase) decrease in amount due from a jointly controlled entity
Increase (decrease) in trade and other payables

Decrease in hills payables

Increase in trade payahles due to a related company

{Decrease) increase in amounts due to related companies
Decrease in trade payables due to a jointly controiled entity

Cash generated from operations
PRC Enterprise Income Tax refunds
PRC Enterprise Income Tax paid

NET CASH FROM OPERATING ACTIVITIES

INVESTING ACTIVITIES

Purchase of property, plant and equipment
Acquisitions of subsidiaries

Purchase of intangible assets

Deposit paid for investment in an assaciate
Prepayment of land leases

Interest received

Decrease (increase) in pledged bank deposits
Proceeds on disposal of property, plant and equipment
Proceeds aon early termination of land leases
Repayment of loan receivable

NET CASH USED IN INVESTING ACTIVITIES

Note

36

2007 2006
HK$'000 HK$'000
522,348 1,600
28,204 20,502
5,384 4,361
551 —
392,795 311,391
112,809 95,776
(3,489) (4,284)
48,549 {3)
— {1,595)
2,683 3,350
1,109,834 431,498
(213,678) 73,118
{178,497) (61,501)
(183,085) 19,780
(5,854) 11,733
(619) 3,892
443,699 (112,521)
(53,581) {180,758)
14,460 11,360
(16,918) 6,308
— {3,107)
915,761 199,802
15,882 34,250
(32,149) (3,234)
899,494 230,818
(602,328) {335,997)
{141,954) —
(35,413) (5,778)
{21,277} —
(2,979) {3,090)
3,489 4,284
3,353 {1,676)
3,350 173
— 14,740
— 670
(793,759) (326,674)
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For the year ended December 31, 2007

FINANCING ACTIVITIES

Repayments of bank loans

Repayments of loans from related parties

interest paid

Repayment of loan from ultimate holding company

Dividend paid to the minerity shareholder of a subsidiary

New bank loans raised

Loan raised from a related company

Capital contribution by the minority shareholder of a subsidiary
Loans raised from ultimate holding company

NET CASH USED IN FINANCING ACTIVITIES

NET INCREASE (DECREASE) IN CASH AND CASH
EQUIVALENTS

CASH AND CASH EQUIVALENTS AT THE
BEGINNING OF THE YEAR

EFFECT Of FOREIGN EXCHANGE RATE CHANGES

CASH AND CASH EQUIVALENTS AT THE
END OF THE YEAR, represented by bank balances and cash

Note

2007 2006
HK$'000 HK$'000
(912,601) (726,000
{146,000) —_
(112,459) {95,443)

{50,439) —

(426) —

1,009,149 785,000

126,000 20,000
5,000 —
— 1,400
(81,776) (15,043)
23,959 {110,899)
387,405 472,706
24,728 25,598
436,092 387,405

27
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For the Year Ended December 31, 2007

GENERAL

The Company is a public limited company incorporated in Hong Kong and its shares are listed on The Stock
Exchange of Hong Kong Limited {the "Stock Exchange”). The addresses of the registered office and the
principal place of business of the Company are disclosed in the “Corporate Information” section of the

annual report.

Prior to June 26, 2007, Shijiazhuang Pharmaceutical Group Company Limited (*SPG"), a company established
in the People’s Republic of China {the "PRC"), was the parent and the ultimate holding company of the
Company and owned approximately 50.93% of the issued share capital of the Company. On lune 26, 2007,
Legend Holdings Limited, an investmeni holding company established in the PRC, acguired the entire interest
of SPG from State-owned Assets Supervision and Administration Committee of Shijiazhuang Municipal
People’s Government and became the ultimate holding company of the Company with effect on that date.
SPG, together with the companies under its control, other than the Company and its subsidiaries {collectively
referred to as the “Group”), will hereinafter be referred to as the “5PG Group”. As at December 31, 2007,
China Charmaine Pharmaceutical Company Limited, a wholly-owned subsidiary of SPG and a limited company
incorporated in Hong Kong, is the immediate holding company of the Company.

The Company acts as an investment holding company and its subsidiaries are principally engaged in the
manufacture and sale of pharmaceutical products.

The functional currency of the Company is Renminbi ("RMB*). The consolidated financial statements are
presented in Hong Kong dollar ("HKD"} for the convenience of the shareholders, as the Company is listed in

Hong Kong.

APPLICATION OF NEW AND REVISED HONG KONG FINANCIAL REPORTING
STANDARDS (“HKFRSs")

In the current year, the Group has applied, for the first time, the following new standard, amendment and
interpretations {“new HKFRSs") issued by the Mong Kong Institute of Certified Public Accountants ("HKICPA™),
which are effective for the Group’s financial year beginning lanuary 1, 2007.

HKAS 1 (Amendment) Capital Disciosures

HKFRS 7 Financial Instruments: Disctosures

HK(FRIC} — INT 7 Applying the Restatement Approach under HKAS 29
“Financial Reporting in Hyperinflationary Economies”

HK(IFRIC) — INT 8 Scope of HKFRS 2

HK(IFRIC) — INT 9 Reassessment of Embedded Derivatives

HX(IFRIC) — INT 10 Interim Financial Reporting and Impairment

The adoption of the new HKFRSs had no material effect on how the results and financial position for the
current or prier accounting years have been prepared and presented. Accordingly, no prior year adjustment
has been required.
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2.

APPLICATION OF NEW AND REVISED HONG KONG FINANCIAL REPORTING
STANDARDS (“HKFRSs”) (continued)

The Group has applied the disclosure requirements under HKAS 1 {Amendment) and HKFRS 7 retrospectively.
Certain information presented in prior year under the requirements of HKAS 32 has been removed and the
relevant comparative information based on the requirements of HKAS 1 {(Amendment) and HKFRS 7 has been
presented for the first time in the current year,

The Group has not early applied the following new, revised and amended standards or interpretations that
have been issued but are not yet effective.

HKAS 1 (Revised) Presentation of Financial Statements’

HKAS 23 (Revised) Borrowing Costs'

HKAS 27 (Revised) Consolidated and Separate Financial Statements’
HKFRS 2 {Amendment) Vesting Conditions and Cancellations’

HKFRS 3 (Revised) Business Combinations?

HKFRS 8 Operating Segments'

HK{IFRIC) — Int 11 HKFRS 2 — Group and Treasury Share Transactions’
HK{IFRICY — Int 12 Service Concession Arrangements®

HK{IFRIC) — Int 13 Customer Loyalty Programmes®

HK{FRIC) — Int 14 HKAS 13 — The Limit on a Defined Benefit Asset,

Minimum Funding Requirements and their Interaction®

Effective for annual periods beginning on or after January 1, 2009
Effective for annual periods beginning on or after July 1, 2009
Effective for annual periods beginning on or after March 1, 2007
Effective for annual periods beginning on or after January 1, 2008
Effective for annual periods beginning on or after July 1, 2008

The adoption of HKFRS 3 (Revised) may affect the accounting for business combinations for which the
acguisition date is on or after the beginning of the first annual reporting pericd beginning on or after July 1,
2009. HKAS 27 (Revised) will affect the accounting treatment for changes in a parent's ownership interest
in a subsidiary that do not result in a loss of control, which will be accounted for as equity transactions. The
directors of the Company anticipate that the application of the other new, revised and amended standards or
interpretations will have no material impact on the results and the financial position of the Group.

SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements have been prepared on the historical cost basis except for certain
financial instruments, which are measured at fair values, as explained in the accounting policies set out
below.

29




NoTes 70 THE CONSOUBATED [FINANCIAL STATEMENTS

For the Year Ended December 31, 2007

3. SIGNIFICANT ACCOUNTING POLICIES (continued)
The consolidated financial statements have been prepared in accordance with Hong Kong Financial Reporting
Standards issued by the HKICPA. In addition, the consolidated financial statements include applicable
disclosures required by the Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong
Limited {the "Listing Rules”) and by the Hong Kong Campanies Ordinance.

Basis of consolidation

The consolidated financial statements incorporate the financial statements of the Company and entities
controlled by the Company {its subsidiaries). Control is achieved where the Company has the power to govern
the financial and operating policies of an entity so as to obtain benefits from its activities.

The results of subsidiaries acquired or disposed of during the year are included in the consolidated income
statement from the effective date of acquisition or up to the effective date of disposal, as appropriate.

Where necessary, adjustments are made to the financial statements of subsidiaries to bring their accounting
policies into line with those used by other members of the Group.

All intra-group transactions, balances, income and expenses are eliminated on consolidation.

Minority interests in the net assets of consolidated subsidiaries are presented separately from the Group’s
equity therein. Minority interests in the net assets consist of the amount of those interests at the date of the
original business combination and the minority's share of changes in equity since the date of the combination.
Losses applicable to the minority in excess of the minarity’s interest in the subsidiary’s equity are allocated
against the interests of the Group except to the extent that the minority has a binding obligation and is able
to make an additional invesiment to cover the losses.

Business combinations

The acquisition of businesses is accounted for using the purchase method. The cost of the acquisition is
measured at the aggregate of the fair values, at the date of exchange, of assets given, liabilities incurred or
assumed, and equity instruments issued by the Group in exchange for contrel of the acquiree, plus any costs
directly attributable to the business combination. The acquiree’s identifiable assets, liabilities and contingent
liabilities that meet the conditions for recognition under HKFRS 3 “Business Combinations” are recognised at
their fair values at the acquisition date.

Goodwilt arising on acquisition is recognised as an asset and initially measured at cost, being the excess of
the cost of the business combination over the Group’s interest in the net fair value of the identifiable assets,
liabilites and contingent liabilities recognised. If, after reassessment, the Group's interest in the net fair
value of the acquiree's identifiable assets, liabilities and contingent liabilities exceeds the cost of the business
combination, the excess is recognised immediately in profit or loss.

The interest of minority sharehoiders in the acquiree is initially measured at the minority's proportion of the
net fair value of the assets, liabilities and contingent liabilities recognised.
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3.

SIGNIFICANT ACCOUNTING POLICIES (continued)

Goodwill

Goodwill arising on acquisitions prior to January 1, 2005

Goodwill arising on acguisitions of net assets and operations of another entity or a jointly controlled entity
for which the agreement date is before January 1, 2005 represents the excess of the cost of acquisition over
the Group’s interest in the fair value of the identtfiable assets and liabilities of the relevant acquiree at the
date of acquisition.

Goodwill arising on acquisitions of net assets and operations of ancther entity or a jointly cantrolled entity
prior to January 1, 2001 continues to be held in reserves, and will be charged to the retained profits at the
time when the business to which the goodwill relates is disposed of or when a cash-generating unit {"CGU")
to which the goodwill relates becomes impaired.

For previously capitalised goodwill arising on an acquisition of net assets and operations of ancther entity
after January 1, 2001, the Group has discontinued amartisation from January 1, 2005 onwards, and such
goodwill is tested for impairment annually, and whenever there is an indication that the CGU to which the
goodwill refates may be impaired (see the accounting policy below).

Goodwill arising on acquisitions on or after lanuary 1, 2005

Goodwill arising on an acquisition of a business for which the agreement date is on or after January 1, 2005
represents the excess of the cost of acquisition over the Group’s interest in the fair value of the identifiable
assets, liabilities and contingent liabilities of the relevant business at the date of acquisition. Such goodwill is
carried at cost less any accumulated impairment losses.

Capitalised goodwill arising on an acquisition of a business is presented separately in the consolidated
balance sheet.

For the purpose of impairment testing, goodwill arising from an acquisition is allocated to each of the
relevant CGUs, or groups of CGUs, that are expected to benefit from the synergies of the acquisition. A
CGU to which goodwill has been allocated is tested for impairment annually, and whenever there is an
indication that the unit may be impaired. For goodwill arising on an acquisition in a financial year, the CGU
ta which goodwill has been allocated is tested for impairment before the end of that financial year. When the
recoverable amount of the CGU is less than the carrying amount of the unit, the impairment loss is allocated
to reduce the carrying amount of any goodwill allocated to the unit first, and then to the other assets of
the unit pro rata on the basis of the carrying amount of each asset in the unit. Any impairment loss for the
goodwill is recognised directly in the consclidated income statement. An impairment loss for goodwill is not
reversed in subsequent periods.

On subsequent disposal of the relevant CGU, the attributable amount of goodwill capitalised is included in
the determination of the amount of profit or loss on disposal.
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For the Year Ended December 31, 2007

3.

SIGNIFICANT ACCOUNTING POLICIES (continued)

Property, plant and equipment

Property, plant and equipment including buildings held for use in the production or supply of goods
or services, or for administrative purposes (other than construction in progress) are stated at cost less
subsequent accumulated depreciation and accumulated impairment losses.

Depreciation is provided to write off the cost of items of property, plant and equipment (other than
construction in progress) over their estimated useful lives and after taking into account of their estimated
residual value, using the straight-line method.

Construction in progress includes property, plant and equipment in the course of construction for production
or for its own use purposes. Construction in progress is carried at cost less any recognised impairment loss.
Construction in progress is classified to the appropriate category of property, plant and equipment when
completed and ready for intended use. Depreciation of these assets, on the same basis as other property
assets, commences when the assets are ready for their intended use.

An item of property, plant and equipment is dereccgnised upon disposal or when no future economic
benefits are expected to arise fram the continued use of the asset. Any gain or loss arising on derecognition
of the asset (calculated as the difference between the net disposal proceeds and the carrying amount of the
item) is included in the consolidated income statement in the year in which the item is derecognised.

Prepaid lease payments
Prepaid lease payments which represent up-front payments to acquire leasehold land interests are stated at
cost and amortised over the period of the lease on a straight-line basis.

Intangible assets

Intangible assets acquired separately

Intangible assets acquired separately and with finite useful lives are carried at costs less accumulated
amortisation and any accumulated impairment losses. Amortisation for intangible assets with finite useful
lives is provided on a straight-line basis over their estimated useful lives,

Gains or losses arising from derecognition of an intangible asset are measured at the difference between the
net disposal proceeds and the carrying amount of the asset and are recognised in the consalidated income
statement when the asset is derecognised.

Research and development expenditure
Expenditure on research activities is recognised as an expense in the period in which it is incurred.

An internally-generaied intangibie asset arising from development expenditure is recognised only if it is
anticipated that the development costs incurred on a clearly-defined project will be recovered through future
commercial activity. The resultant asset is amortised on a straight-line basis over its useful life, and carried at

cost less subsequenti accumulated amortisation and any accumulated impairment losses.
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3. SIGNIFICANT ACCOUNTING POLICIES (continued)
Intangible assets (continued)
Research and development expenditure (continued)
The amount initially recognised for internally-generated intangible asset is the sum of the expenditure
incurred from the date when the intangible asset first meets the recognition criteria. Where no internalty-
generated intangible asset can be recognised, development expenditure is charged to profit or loss in the
period in which it is incurred.

Subsequent to initial recognition, internally-generated intangible asset is reported at cost less accumulated
amortisation and accumulated impairment losses, on the same basis as intangible assets acquired separately.

Investments in subsidiaries
Investments in subsidiaries are included in the Company’s balance sheet at cost less any identified impairment
losses.

Jointly controlled entities
Joint venture arrangements that involve the establishment of a separate entity in which venturers have joint
control over the economic activity of the entity are referred to as jointly controlied entities.

The results and assets and liabilities of the jointly controlled entity are incorporated in the consolidated
financial statements using the equity method of accounting. Under the equity method, investment in a jointly
controlled entity is carried in the consolidated balance sheet at cost as adjusted for post-acquisition changes
in the Group's share of net assets of the jointly controlled entity, less any identified impairment loss. When
the Group's share of losses of a jointly controlled entity equals or exceeds its interest in that jointly controlled
entity, the Group discontinues recognising its share of further lasses. An additionzl share of losses is provided
for and a liability is recognised only to the extent that the Group has incurred legal or constructive obligations
or made payments on behalf of that jointly controlied entity.

When a group entity transacts with a jointly controlled entity of the Group, profits or losses are eliminated to
the extent of the Group's interest in the jointly controlled entity.

Inventories
Inventories are stated at the Jower of cost and net realisable value. Cost is calculated using the weighted
average method.

Financial instruments

Financial assets and financial liabilities are recognised on the balance sheet when a group entity becomes
a party to the contractual provisions of the instrument. Financial assets and financial liabilities are initially
measured at fair value. Transaction costs that are directly atiributable to the acquisition or issue of financial
assets and financial liabilities are added to or deducted from the fair value of the financial assets or financial
liabilities, as appropriate, on initial recognition.

LB




NeTzEs 70 THE CoNSOLIBATED [FINANGIAL STATEMENTS

For the Year Ended December 31, 2007

3.

SIGNIFICANT ACCOUNTING POLICIES (continued)
Financial instruments (continued)

Financial assets

The Group's financial assets are classified as loans and receivables.

Effective interest method

The effective interest method is a method of calculating the amortised cost of a financial asset and of
allocating interest income over the relevant period. The effective interest rate is the rate that exactly discounts
estimated future cash receipts (including all fees on points paid or received that farm an integral part of the
effective interest rate, transaction costs and other premiums or discounts) through the expected life of the
financial asset, or, where appropriate, a shorter period. Income is recognised on an effective interest basis for
debt instrumenits.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are
not quoted in an active market. At each balance sheet date subsequent to initial recognition, loans and
receivables (including trade and other receivables, bills receivables, trade receivables due from a related
company, amount due froem a jointly controlled entity, pledged bank deposits and bank balances} are carried
at amortised cost using the effective interest method, less any identified impairment losses {see accounting

policy on impairment loss on financial assets below).

Impairment of financial assets

Financial assets are assessed for indicators of impairment at each balance sheet date. Financial assets are
impaired where there is objective evidence that, as a result of one or more events that occurred after the
initial recognition of the financial asset, the estimated future cash flows of the financial assets have been

impacted.

Objective evidence of impairment could include:

. significant financial difficulty of the issuer or counterparty; or
. default or delinguency in interest or principal payments; or
. it becoming probable that the borrower will enter bankruptcy or financial re-crganisation.

For certain categaries of financial asset, such as trade receivables, assets that are assessed not to be impaired
individually are subsequently assessed for impairment on a collective basis. Objective evidence of impairment
for a portfolio of receivables could include the Company's past experience of collecting payments, an increase
in the number of delayed payments in the portfolio past the generai credit period of 90 days and cbservable
changes in national or local economic conditions that correlate with default on receivables.
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3.

SIGNIFICANT ACCOUNTING POLICIES (continued)

Financial instruments (continued)

Financial assets (continued)

Impairment of financial assets (continued)

For financial assets carried at amortised cost, an impairment loss is recognised in profit or loss when there is
objective evidence that the asset is impaired, and is measured as the difference between the asset’s carrying
amount and the present value of the estimated future cash fiows discounted at the original effective interest
rate.

The carrying amount of the financial asset is reduced by the impairment loss directly for all financial assets
with the exception of trade receivables where the carrying amount is reduced through the use of an
allowance account. Changes in the carrying amount of the allowance account are recognised in profit or
loss. When a trade receivable is considered uncollectible, it is written off against the allowance account.
Subsequent recoveries of amounts previousty written off are credited to profit or loss.

If, in a subsequent period, the amount of impairment toss decreases and the decrease can be related
objectively to an event occurring after the impairment losses was recognised, the previously recognised
impairment loss is reversed through profit or loss to the extent that the carrying amount of the asset at
the date the impairment is reversed does not exceed what the amortised cost would have been had the
impairment not been recognised.

Financial liabilities and equity
Financial liabilities and equity instruments issued by a group entity are classified according to the substance of
the contractual arrangements entered into and the definitions of a financial liability and an equity instrument.

An equity instrument is any contract that evidences a residual interest in the assets of the group after
deducting all of its liabilities.

Effective interest methad

The effective interest method is a method of calculating the amortised cost of a financial liability and
of allocating interest expense over the relevant period. The effective interest rate is the rate that exactly
discounts estimated future cash payments through the expected life of the financial liability, or, where
appropriate, a shorter period. Interest expense is recognised on an effective interest basis.

Financial liabilities

Financial liabilities including trade and other payables, bills payables, trade payables due to a related company,
amounts due to related companies, unsecured bank loans, loans from an intermediate/ultimate holding
company and loan from a related company are subsequently measured at amortised cost, using the effective
interest method.

Equity instruments
Equity instruments issued by the Company are recorded at the proceeds received, net of direct issue costs.
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3.

SIGNIFICANT ACCOUNTING POLICIES (continued)

Financial instruments (continued)

Derivative financial instruments

Derivatives are initially recognised at fair value ai the date a derivative contract is entered into and are
subsequently remeasured to their fair value at each balance sheet date. The resulting gain or loss is
recognised in profit or loss immediately.

Derecognition

Financial assets are derecognised when the rights to receive cash flows from the assets expire or, the financial
assets are transferred and the Company has transferred substantially all the risks and rewards of ownership
of the financial assets. On derecognition of a financial asset, the difference between the asset's carrying
amount and the sum of the consideration received and receivable and the cumulative gain or loss that had
been recognised directly in equity is recognised in profit or loss.

Financial liabilities are derecognised when the obligation specified in the relevant contract is discharged,
cancelled or expires. The difference between the carrying amount of the financial liability derecognised and
the consideration paid and payable is recognised in profit or toss.

Impairment losses on tangible and intangible assets, other than goodwill (see the accounting
policies in respect of goodwill above}

At each balance sheet date, the Group reviews the carrying amounts of iis tangible and intangible assets
to determine whether there is any indication that those assets have suffered an impairment loss. If the
recoverable amount of an asset is estimated to be less than its carrying amount, the carrying amount of the
asset is reduced to its recoverable amount. An impairment loss is recognised as an expense immediately.

Where an impairment loss subsequently reverses, the carrying amount of the asset is increased to the revised
estimate of its recoverable amount, but so that the increased carrying amount does not exceed the carrying
amount that would have been determined had no impairment loss been recognised for the asset in prior
years. A reversal of an impairment loss is recognised as income immediately.

Revenue recognition

Revenue is measured at the fair value of the consideration received or receivable and represents amounts
receivable for goods sold and services provided in the normal course of business, net of returns, discounts
and sales related taxes.

Revenue from sale of goods is recognised when the goods are delivered and title has passed.

Service income is recognised when services are rendered.

Dividend income from investments is recognised when the Company’s rights o receive payment have been
established.
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3.

SIGNIFICANT ACCOUNTING POLICIES (continued)

Revenue recognition (continued)

tnterest income from a financial asset is accrued on a time basis, by reference to the principal outstanding
and at the effective interest rate applicable, which is the rate that exactly discounis the estimated future cash
receipts through the expected life of the financial asset to that asset's net carrying amount.

Retirement benefit costs
Payments to the Mandatory Provident Fund Scheme and state-managed retirement henefit schemes are
charged as an expense when employees have rendered service entitling them to the contributions.

Operating lease

Rentals payable under operating leases are charged to profit or loss on a straight-line basis over the term
of the relevant lease. Benefits received and receivable as an incentive to enter into an operaiing lease are
recognised as a reduction of rental expense over the |ease term on a straight-line basis.

Borrowing costs
All borrowing costs are recognised as and included in finance costs in the consclidated income statement in
the period in which they are incurred.

Taxation
Income tax expense represents the sum of the tax currently payable and deferred tax.

The tax currently payable is based on taxable profit for the year. Taxable profit differs from profit as reported
in the consolidated income statement because it excludes items of income or expense that are taxable or
deductible in other years and it further excludes items that are never taxable or deductible. The Group's
liability for current tax is calculated using tax rates that have been enacted or substantively enacted by the
balance sheet date.

Deferred tax is recognised on differences between the carrying amounts of assets and liabilities in the
consolidated financial statements and the corresponding tax base used in the computation of taxable profit,
and is accounted for using the balance sheet liahility method. Deferred tax liabilities are generally recognised
for all taxable temporary differences and deferred tax assets are recognised to the extent that it is probable
that taxable profits will be available against which deductible temporary differences can be utilised. Such
assets and liabilities are not recognised if the temporary difference arises from goodwill ar from the initial
recognition {other than in a business combination) of other assets and liabilities in a transaction that affects
neither the taxable profit nor the accounting profit.

Deferred tax liabilities are recognised for taxable temporary differences arising on investments in subsidiaries
and interest in a jointly controlled entity, except where the Group is able to control the reversal of the
iemporary difference and it is probable that the temporary difference will not reverse in the foreseeable
future,

LRI RO - i M

37




Nerzs 10 THE CoNSOLBATED [FINANGIAL STATEMENTS

For the Year Ended December 31, 2007

SIGNIFICANT ACCOUNTING POLICIES (continued)

Taxation (continued)

The carrying amount of deferred tax assets is reviewed at each balance sheet date and reduced to the extent
that it is no longer probable that sufficient taxable profits will be available to allow all or part of the asset to
be recovered.

Deferred tax is calculated at the tax rates that are expected to apply in the period when the liability is settled
or the asset is realised. Deferred tax is charged or credited to profit or loss, except when it relates to items
charged or credited directly to equity, in which case the deferred tax is also dealt with in equity.

Tax credits
Tax credits are recognised as income in the cansolidated income statement only when the Group has met the
underlying requirements or received the tax refund from the relevant tax authority.

Foreign currencies

In preparing the financial statements of each individual group entity, transactions in currencies other than the
functional currency oi that entity (foreign currencies) are recorded in the respective functional currency (ie.
the currency of the primary economic environment in which the entity operates) at the rates of exchanges
prevailing on the dates of the transactions. At each balance sheet date, monetary items denaminated in
foreign currencies are retranslated at the rates prevailing on the balance sheet date. Non-monetary items that
are measured in terms of historical cost in a foreign currency are not retranslated.

Exchange differences arising on the settiement of monetary items, and on the translation of monetary items,
are recognised in profit or loss in the period in which they arise.

For the purposes of presenting the consolidated financial statements, the assets and liabilities of the Group
are translated into the presentation currency of the Group ({i.e. HKD) at the rate of exchange prevailing at the
balance sheet date, and their income and expenses are translated at the average exchange rates for the year,
unless exchange rates fluctuate significantly during the period, in which case, the exchange rates prevailing
at the dates of transactions are used. Exchange differences arising, if any, are recognised as a separate
component of equity (translation reserve). Such exchange differences are recognised in profit or loss in the
period in which the foreign operation 1s disposed of.

Goodwill and fair value adjustments on identifiable assets acquired arising on an acquisition of a foreign
operation on or after January 1, 2005 are treated as assets and liabilities of that foreign operation and
translated at the rate of exchange prevailing at the balance sheet date. Exchange differences arising are
recognised in the translation reserve,

Goodwill and fair value adjustments on identifiable assets acquired arising on an acquisition of a foreign
operation before January 1, 2005 is treated as non-monetary foreign currency items of the acquirer and
reported using the historical cost prevailing at the date of acquisition.
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6.

FINANCIAL INSTRUMENTS (continued)

6b.

Financial risk management objectives and policies (continued)
Market risk (continued)

1)

Currency risk (continued)
The carrying amounts of foreign currency denominated monetary assets and monetary liabilities
of the Group and the Company at the reporting date that are considered significant by the

management are as follows:

THE GROUP THE COMPANY
Liabilities Assets Liabilities Assets
2007 2006 2007 2006 2007 2006 2007 20086
HKS$'000  HKE'GOQ  HKS'000  HKS'000 HK$'000  HK$'000  HKS'000  HKE'000

HKD 652,000 654,000 66,618 15,594 652,000 654,000 24,54 3,381
UsD - — 242,464 128,914 - - 1,562 —

Sensitivity analysis

The following table details the sensitivity of the Group and the Company to a 5% increase and
decrease in RMB against USD and HKD. 5% is the sensitivity rate used when reporting foreign
currency risk internally to key management personnel and represents management's assessment
of the reasonably possible change in foreign exchange rates. The sensitivity analysis includes
only outstanding foreign currency denominated monetary items and adjusis their translation at
the year end for a 5% change in foreign currency rates. A positive number below indicates an
increase in profit before tax where RMB strengthens 5% against the relevant currency. For a 5%
weakening of RMB against the relevant currency, there would be an equal and opposite impact
on the profit before tax and the balances below would be negative.

THE GROUP THE COMPANY
HKD Impact USD Impact HKD Impact USD Impact
2007 2006 2007 2006 2007 2006 2007 2006

HK$'006 HK$°000 HKS'000  HKS'000 HKS$'000 HKS'00G HKS'000 HK$'000

Profit before tax 27,875 30400 (i} {11.546) (6,139} f4i) 29879 30983 (i (74) — i

(i) This is mainly attributable to the exposure outstanding on HKD hank balances and bank
loans at year end.

(i) This is mainly attributable to the exposure outstanding on USD bank balances and
receivables at year end.
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6. FINANCIAL INSTRUMENTS (continued)
6b. Financial risk management objectives and policies (continued)

Market risk (continued)

{ii} Interest rate risk
The Group is exposed to fair value interest rate risk primarily in relation to the fixed-rate bank
loans (see note 27 for details of these loans), which are raised from the banks in the PRC by
the subsidiaries in the PRC. In relation to these fixed-rate loans, the Group aims to keep loans
at rates that are comparabie to those in the market. In order to achieve this result, the Group
negotiated with the banks and entered into various revolving loans such that the interest rate
associated with the loans is more or less variable. In this regard, the directors of the Company
consider that the Group’s fair value interest rate risk is minimised.

The Group and the Company are also exposed to cash flow interest rate risk primarily in relation
to the floating-rate bank loans (see note 27 for details of these loans). It is the Group's palicy
to keep its borrowings at floating rate of interests so as to minimise the fair value interest rate
risk.

The exposures to interest rates on financial liabilities of the Group are detailed in the liquidity
risk management section of this note. The cash flow interest rate risk of the Group and the
Company is mainly concentrated on the fluctuation of Hong Kong Interbank Oftered Rate
{("HIBOR"} arising from the Group's HKD loans raised by the Company.

Sensitivity analysis

The sensitivity analyses below have been determined based on the exposure to interest rates for
floating-rate bank loans. The analysis is prepared assuming the amount of liability cutstanding
at the balance sheet date was outstanding for the whole year. A 50 basis point increase or
decrease is used when reporting interest rate risk internally to key management persennel and
represents management’s assessment of the reasonably possible change in interest rates.

If interest rates had been S0 basis points higher/lower and all other variables were heid
constant, the Group’s and the Company’'s profit before tax for the year ended Cecember
31, 2007 would both decrease/increase by HK$3,260,000 (2006: decrease/increase by
HK$3,270,000).
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4.

KEY SOURCE OF ESTIMATION UNCERTAINTY

The key source of estimation uncertainty at the balance sheet date, that has a significant risk of causing
a material adjustment to the carrying amounts of assets and liabilities within the next financial year, is
discussed below.

Estimated impairment of goodwill

Determining whether goodwill is impaired requires an estimation af the value in use of the CGUs to which
goodwill has been allocated. The value in use calculation requires the Group to estimate the future cash
flows expected to arise from the CGU and a suitable discount rate in order to calculate the present value.
Where the actual future cash flows are less than expected, a material impairment loss may arise. The carrying
amount of goodwill at the balance sheet date was approximately HK$260,848,000, of which approximately
HK$160,130,000 was included in the goodwill reserve. At the balance sheet date, the directors assessed the
need to provide impairment loss on the goodwill and the carrying amount of the goodwill was sustained by
the result. Details of the impairment test are provided in note 19.

CAPITAL RISK MANAGEMENT

The Group manages its capital to ensure that the Group will be able to continue as a going concern while
maximising the return to stakeholders through the optimisation of the debt and equity balance. The Group’s
overall strategy remains unchanged from prior year.

The capital structure of the Group consists of net debt, which includes the borrowings as disclosed in note 27
net of cash and cash equivalents and equity attributable to equity holders of the Company, comprising issued
share capital, retained profits and other reserves.

The directors of the Company review the capital structure on a regular basis. As part of this review,
the directors consider the cost of capital and the risks associates with each class of capital. Based on
recommendations of the directors, the Group will balance its overall capital structure through the payment
of dividends, new share issues and share buy-backs as well as the issue of new debt and the redemption of
existing debt,
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6. FINANCIAL INSTRUMENTS

6a. Categories of financial instruments

THE GROUP THE COMPANY
2007 2006 2007 2006
HK$'000 HK$'000 HK$'000 HK$'000
Financial assets
Loans and receivables
(including cash and
cash equivalents) 1,457,154 1,047,816 871,057 870,841
Financial liabilities
Amortised cost 2,829,547 2,504,034 652,000 654,000
Derivative financial
instrument 551 — 551 —

6b. Financial risk management objectives and policies

The major financial instruments of the Group and the Company include trade and other receivables,
bills receivables, amount due from a jointly controlled entity, amounts due from subsidiaries, bank
balances, trade and other payables, bills payables, trade payables due to a related company, amounts
due to related companies, loans from an intermediate holding company and unsecured bank loans.
Details of the financial instruments are disclosed in respective notes. The risks associated with certain
of these financial instruments include market risk (represented by currency risk and interest rate
risk), credit risk and liquidity risk. The policies on how to mitigate these risks are set out below. The
management manages and monitors these exposures to ensure appropriate measures are implemented
on a timely and effective manner.

Market risk

(i) Currency risk
The Group mainly operates in the PRC with most of the transactions denominated and
settled in RMB. However, several subsidiaries of the Company have foreign currency sales,
mainly denominated in United States dollar ("USD") and the Company has raised bank loans,
denominated in HKD, which expose the Group to foreign currency risk.

The Group currently does not have a foreign currency hedging policy. However, management
will monitor foreign exchange exposure closely and consider the use of hedging instruments
when the need arises.




NeoreEs 1o THE CoNSOLIDATED [FINANGIAL STATEMENTS

For the Year Ended December 31, 2007

6.

FINANCIAL INSTRUMENTS (continued)

6b.

Financial risk management objectives and policies (continued)

Credit risk

As 3t December 31, 2007, the maximum exposure to credit risk by the Group and the Company which
wiil cause a financial loss due to failure to discharge an obligation by the counterparties and financial
guarantees provided is arising from:

. the carrying amounts of the recognised financial assets as stated in the balance sheets; and

. the amount of contingent liatilities in relation to financial guarantee issued by the Company as
disclosed in note 40.

In order to minimise the credit risk, the management of the Group has delegated a team responsible for
determination of credit limits, credit approvals and other monitoring procedures to ensure that follow-
up action is taken to recover overdue debts. In addition, the Group reviews the recoverable amount of
trade debt on a collective basis at each balance sheet date to ensure that adequate impairment losses
are made for irrecoverable amounts. In this regard, the directors of the Company consider that the
Group's credit risk is significantly reduced.

The Group's concentration of credit risk on trade receivables, bills receivables, amount due from
a jointly controlled entity and bank balances by geographical locations is mainly in the PRC. The
Group has no other significant concentration of credit risk, with exposure spread over a number of
counterparties.

The credit risk on liquid funds of the Group and the Company is limited because the counterparties are
banks with high credit ratings assigned by international credit-rating agencies.

Liquidity risk

In the management of the liquidity risk, the Group monitors and maintains a level of cash and cash
equivalents deemed adequate by the management to finance the Group’s operations and mitigate the
effects of fluctuations in cash flows. The management monitors the utilisation of bank borrowings and
ensures compliance with the relevant loan covenant.

The Group relies on bank borrowings as a significant source of liquidity. As at December 31, 2007, the
Group has available unutilised bank loan facilities of approximately HK$304,681,000. Details of which
are set out in note 27.
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6.

FINANCIAL INSTRUMENTS (continued)

6b. Financial risk management objectives and policies {continued)
Liquidity risk (continued)
The following table details the Group’s remaining contractual maturity for its non-derivative financial
liabilities. The table has been drawn up based on the undiscounted cash flows of the financial liabilities
based on the earliest date on which the Group can be required to pay. The table includes both interest
and principle cash flows,

2007
Weighted Carrying
average Total amount
effective Less than 13 3 months Over undiscounted at
interest rate 1 month months to 1 year Tyear  cashflows  12.31.2007

% HK3 000 HK$'000 HKS$'000 HKS'000 HK$°000 HK$'000

Non-derivative
financial liabilities
Trade and other

payables 488,901 403,865 11,194 13,422 917,382 917,382
Bills payables 169,537 - - - 169,537 169,537
Trade payables due to

a related company 25,820 — - - 25,820 25,820
Amounts due to related

companies 14,978 - - - 14,978 14,978
Unsecured bank loans

— fixed-rate 6.70 56,727 - 672,426 400,930 1,130,083 1,040,426

— floating-rate 4.41 - - 305,040 375,727 680,767 652,000

Loans from an
intermediate holding
company 3.78 - - 9,574 — 9,574 9,404

755,963 403,865 598,234 790,079 2,948141 2,829,547

[
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6. FINANCIAL INSTRUMENTS (continued)
6b. Financial risk management objectives and policies (continued)
Liquidity risk (continued)

2006
Weighted Carsying
average Total amount
effective Less than 1-3 3 months Cver  undiscounted at
interest rate 1 month manths to 1year 1 year cash flows 12.31.2008

% HK§'000 HK$'G00 HK$'000 HK$°000 HK3°000 HKS$'000

Non-derivative
financial liabilities
Trade and other

payables 347,048 284,752 8917 §.892 650,609 650,609
Bills payabes 223,118 - — — 223,118 22318
Trade payables due to

a related company 11,36C - - - 11,360 11,360
Amounts due to related .

companies 10,454 - - - 10,454 10,454
Unsecured tank loans

— fixed-rate 589 52,51 42 268 444 759 386,987 926,525 875,000

— floating-rate 482 — — 253,654 431,870 685,524 654,000
Loans from ultimate

holding company 278 — — — 61,890 61,890 59,493
Loan from a related

company 6.00 - — — 20,503 20,503 20,000

b44,491 327,020 708,330 910,142 2,589,983 2,504,034

At both balance sheet dates, the Company's non-derivative financial liabilities represented the
unsecured floating-rate bank loans of the Group, of which the remaining contractual maturity has
heen disclosed above. Therefore, no further analysis is presented.

6c¢. Fair value
The fair value of derivative financial instrument is determined with reference to the valuation provided
by the relevant financial institution.

The fair value of other financial assets and financial liabilities are determined in accordance with
generally accepted pricing models based on discounted cash fiow analysis using prices or rates from
observable current market transactions as input.

The directors consider that the carrying amounts of financial assets and financial liabilities recorded at
amortised costs in the consolidated financial statements approximate their fair values.
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2.

REVENUE AND SEGMENT INFORMATION

Sale of goods
Service income

2007 2006
HK$'000 HK$'000
4,985,795 3,536,575
264 2,179
4,986,059 3,538,754

In accordance with the Group's internal financial reperting, the Group has determined that business segments

are its primary reporting format and geographical segments are its secondary reporting format.

Business segments

The Group reports its primary segment information by products, namely bulk drugs (including penicillin

series, cephalosporin series and vitamin C series), finished drugs and others. Segment information about

these products is presented below:

For the year ended December 31, 2007

Bulk Drugs
Penicillin  Cephalosporin Vitamin C Finished
series series series Drugs Others  Eliminations Consolidated
HKS"000 HK$'000 KK$'000 HK$'000 HK$'000 HK$'000 HK$°000
REVENUE
External sales 1,612,030 767,108 1,102,142 1,464,008 3511 — 4,986,059
Inter-segment sales 410,999 43,695 803 - 14,069 (474,566) -
TOTAL REVENUE 2,028,029 811,403 1,102,945 1,464,008 54,240 (474,566) 4,986,059
inter-segment sales are charged
at prevailing market ratas,
SEGMENT RESULTS 396,726 38,261 252,127 6,409 {31,687) 662,436
Unallocated income 3,489
Urallocated expenses (27,534)
Operating profit 638,391
Share of loss of a jointly
controlled entity (2,683) (2,683)
Change in fair value of a
derwvative financial instrumant (551)
Finance costs {112,809}
Prefit before tax 522,348
fncome tax charge (45,568}
Profit for the year 476,779
' LR Rk 3 W
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7.  REVENUE AND SEGMENT INFORMAT

Business segments (continued)

ION (continued)

For the year ended December 31, 2007 (continued)

Other Information

Bulk Drugs

Penicillin ~ Cephalosporin
series series
HK$'000 HK$'000

Capital additions 518,157 70,770
Depreciation and amortisation 149,588 112,391
Gogdwill 44,954 —

Vitamin C Finished
series Drugs
HK$'000 HK$°000

58,834 24,272
120,740 27,800

Others
HK$'000

14,758
15,419

Unallocated
corporate
HKS"000

445

Consolidated
HKS'000

636,792
426,383
44,954

The following is an analysis of the carrying amount of segment assets and segment liabilities, analysed by

products:

At December 31, 2007

Bulk Drugs
Penicillin  Cephalesporin Vitamin € Finished
series series series Drugs Others  Consolidated

HKS000 HKS'000 HKS'000 HK$'000 HKS 000 HKS'G00
ASSETS
Segment assets 2,439,503 1,107,254 1,379,975 83241 236,718 5,995,921
Interest in a jointly controfled entity 20,146 20,146
Unallocated corporate assets 442,678
Consolidated total assets 6,458,745
LIABILITIES
Segment liabilities 487,910 172,580 170,620 432,814 57,11 1,321,635
Unallocated corparate liabilities 1,765,970
Consclidated total liabilities 3,087,605

A 3 U b
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7.

REVENUE AND SEGMENT INFORMATION (continued)

Business segments (continued)
For the year ended December 31, 2006

8ulk Drugs
Penicilin ~ Cephalosporin Vitamin C Finished
saries series series Drugs Others  Eliminations  Consolidated
HK$°000 HKS'GOO HKS'00C HK$'000 HK$000 HK$'000 HKS00C
REVENUE
External sales 1,016,186 671,996 575,303 1,255,518 19,751 - 3,538,754
Inter-seqment sales 202,634 78,740 606 — — (281,980; —
TOTAL REVENUE 1,218,820 750,736 575,909 1,255,518 16,751 (281,98C) 3,538,754
Inter-segment saies are charged
at prevailing market rates.
SEGMENT RESULTS 82,121 29,958 (11,274) 30,556 (18,779) 113,138
Unallocatad income 4,284
Unallocated expenses (16,746)
Operating profit 100,725
Share of loss of a jointly
controlled entity {3,350) (3,350
Finance costs (95,776)
Profit befare tax 1,600
Income tax credit 13,763
Profit far the year 15,363
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7.

REVENUE AND SEGMENT INFORMATION (continued)

Business segments {continued)

For the year ended December 31, 2006 (continued)

Other Information

Capital addnions
Depreciation and amortisation

Bulk Drugs
Penicillin -~ Cephalosporin Vitamin €
series series
HK$'000 RK$°000 HK3'000
120,378 51,520
119,209 98,509

Finished

Drugs Othess
HK$000 HK$'000

5,271 5,337
23994 13,312

Unallocated
corporate  Consol:dated
HK$'000 HK$°000

4 236,919
445 336,654

The following is an analysis of the carrying amount of segment assets and segment liabilities, analysed by

products:

At December 31, 2006

ASSETS
Segment assets

Interest in a jointly controlled entity

Unallocated corporate assets
Consotidated totaf assets
LIABILITIES

Segment liabilities

Unallocated corporate lrabilities

Consolidated total liabiiities

Bulk Drugs
Penicillin -~ Cephalosporin Vitamin C Finished
series series serigs Drugs
HK$'000 HK§'000 RK$°000 HK$°000
1,452,932 1,169,218 1,268,440 747,078
190,473 245,546 193,655 294,999

Others Consolidated
HK$000 HKS'000

229,754 4,867,432
21,646 21,646
384,330

5,273,408

]

38,686 963,759
1,658,815

2,622,514

————a—
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7. REVENUE AND SEGMENT INFORMATION (continued)
Geographical segments
The following is an analysis of the Group’s revenue by geographical market based on the geographical
location of customers for the year:

2007 2006

HK$°'000 HK$'000

The PRC 3,437,359 2,486,009
Asia other than the PRC 848,862 614,837
Europe 302,227 216,860
America 344,553 191,301
Others 53,058 29,747
4,986,059 3,538,754

Analysis of carrying amounts of segment assets and capital additions are not presented as over 90% of the
amounts involved are located in the PRC.

8. FINANCE COSTS

2007 2006
HK$'000 HK$'000
Interest on:
— bank loans wholly repayable within five years 92,141 82,670
— loan from an intermediate/uitimate holding company wholly
repayable within five years (note 28) 861 1,819
— loans from related companies wholly repayable within five years
{note 30) 3,286 481
Bank loan arrangement fees 2,286 1,897
Discount on bills receivabies discounted without recourse 13,885 8,576
Imputed interest expenses on interest-free loans from an intermediate/
ultimate holding company (note 28} 350 333
112,809 95,776

R . N R L e S
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9. PROFIT BEFORE TAX

2007 2006
HK$'000 HK$'000
Profit before tax has been arrived at after charging (crediting}:
Staff costs, including those of directors 371,906 252,032
Contribution to retirement benefit schemes, including those of
directors 53,570 43,104
Total staff costs 425,476 295,136
Amartisation of intangible assets (included in cost of sales) 28,204 20,902
| Amortisation of prepaid lease payments 5,384 4,361
| Depreciation of property, plant and equipment 392,795 311,391
Total depreciation and amortisation 426,383 336,654
Auditor's remuneration 1,800 1,600
Interest income (3.489) (4,284)
Loss {gain} on disposal/write-off of property, plant and equipment 48,549 (3)
Net foreign exchange losses 10,574 2,726
Research and development expenses 17,275 8,148
Release of liability from a minority shareholder —_ (1,595)

Note: For the years ended December 31, 2006 and 2007, cost of inventories recognised as an expense approximated cost
of sales as shown in the consolidated income statement.

10. INCOME TAX CHARGE (CREDIT)

2007 2006
HK5'000 HK$'000

The tax charge (credit) comprises:

PRC Enterprise tncome Tax

— Current year 60,169 4,285
— Under{over)provision in prior years 148 {1,337)
— Tax credits/refunds (14,748} (16,711)
45,569 (13,763)

No Hong Kong Profits Tax is payable by the Company nor its subsidiaries incorporated in Hong Kong
since they either had no assessable profits or incurred tax losses for both years, Taxation arising in other
furisdictions is calculated at the rate prevailing in the relevant jurisdiction.

ELI N N R R
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10. INCOME TAX CHARGE (CREDIT) (continued)
Pursuant to the relevant laws and regulations in the PRC, certain subsidiaries of the Company are entitled to
exemption and relief from PRC Enterprise Income Tax starting from their first profit-making years. In addition,
pursuant to approvals granted by the relevant tax authority, certain subsidiaries of the Company were granted
tax credits/refunds, which were mainly derived from the following activities:

(a) A subsidiary of the Company was entitled to tax refunds on the basis that the subsidiary has, instead
of making distributions to its foreign shareholders, re-invested certain distributable reserves as capital
contributions to two PRC subsidiaries set up in previous years.

(o)  Tax credits resulted from the purchase of plant and equipment manufactured in the PRC by certain
subsidiaries of the Company. The tax credits are calculated with reference to 40% of the cost of the
qualifying plant and equipment approved by the relevant tax authority. Such credis can be used
to offset against current and future tax charges of the subsidiaries, subject to certain conditions as
specified in each approval document from the relevant tax authority.

The income tax for both years represents income tax provision which has taken into account of the above-
mentioned tax incentives.

The income tax charge (credit) for the year can be reconciled to the profit before tax per the consolidaied

income statement as follows:

2007 2006

HK$'000 HK$'000

Profit before tax 522,348 1,600
Tax at the domestic income tax rate of 27% (2006; 27%) 141,034 432
Tax effect of income not taxable for tax purpose (1,369) (878)
Tax effect of expenses not deductible for tax purpose 30,037 10,320
Tax effect of share of loss of a jointly controlled entity 724 904
Tax effect of tax losses not recognised 23,308 29,182
Utilisation of tax losses previously not recognised (23,260) (4,912)
Effect of tax exemption and relief granted to PRC subsidiaries {110,305) (30,763)
Tax credits/refunds granted to PRC subsidiaries (14,748) (16,711)
Under{over)provision in prior years 148 (1,337}
Income tax charge (credit) for the year 45,569 (13,763)
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10.

1.

INCOME TAX CHARGE (CREDIT) (continued)

On March 16, 2007, the PRC promulgated the Law of the PRC (the “New Law”) by Order No. 63 of the
President of the PRC. On December 6, 2007, the State Council of the PRC issued Implementation Regulations
of the New Law. The New Law and Implementation Regulations will change the tax rate to 25% for certain
subsidiaries from January 1, 2008. Those subsidiaries which are under the tax exemption and relief as
mentioned above will continue to be entitled to the exemption and relief from PRC Enterprise Income Tax
based on the new tax rate of 25% or the concessionary tax rate in the relevant special zone in the PRC
during the concessionary period.

At the balance sheet date, the Group had unused tax losses of HK$141,440,000 (2006: HK$141,262,000)
available for offset against future profits. No deferred tax asset has been recognised in respect of such losses
due to the unpredictability of future profit streams. Most of the unrecognised tax losses will expire in various
dates up to 2012.

There was no other significant unprovided deferred tax for the year or ai the balance sheet date.

DIRECTORS' EMOLUMENTS
The emoluments paid or payable to each of the 14 (2006: 15) directors were as follows:

2007
Lee Chan Siu
Gi feng i Chak Pan L Thang i KaSee, Kuo G Geo  Heung,
Dongthen  Yuedin  Zhenying Jianming  KinMan  eidong  hibiso  ZTheng  fumin  Camelo  hemxing  Moujia  Shichang  Lecnard Total
HES000  HKS'000  HKS00  MKSDD  AKS'000  WKS'00  HKSVO00  HKS'00B  RKS000  HKS'D0D  HKS'00  HKS'OG  HKS'CO}  HKS'000  MAS'COD
tees 60 60 60 60 i 60 60 80 - i1} b6 6 66 32 14
Other emcuments.
Sdaresardeiher
benefils 1,68 plic} m 45 1205 0 8 365 - - - - - - 589

(erbaianiy

feement benehs

sehemes 5 10 10 10 | i b % - - - - - - 468
Pericmance related
"(eNL:E payMeR]
rse 4800 796 " 8t 400 1008 500 500 - - - - - R 111
To emaiments 188 1015 1408 1345 1% 10 1985 950 - 64 b6 66 3] 3 1898
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n.

12.

13.

14.

DIRECTORS' EMOLUMENTS (continued)

2006
Lo (an S
¥] Feng b Yoo (hat Fan b e YR €15) K G G Ky
Deogher Yaeor Peyprg kemny e KMy Wedrg Zheo Derg Ruen Cemeld  Thenng Houp  Shehang Leonerd Total
RESGSO  WkBOD RSO MESTCD  AKIGRD MKETSD  ARSCOD  MKSCRD  WESCSD ARSO)  AKSEN)  RKBODD RUSUTD AMOBCDD HCRCDD KSR
Fees M i ] £ - ] ] i By ] u £ £ i 1 599
Cherems mens

Saares andoiber

benetss 304 L] n 0 AL 5 i (/AN - - - - - 13
Cerirdatonto

retrament benehs

scheTes bt § H § 4 W3 i Il B 166 - - - - - 569
Perfomance ilated

LB Py

froies L] 1 W it 8 15 1) 1 8 2| - - - - - L4

Totai emz.uments 1647 8 5t bLll 165 588 1l 187 W 15% ] & £0 £ LA P

Note: The performance related incentive payment is determined by the remuneration committee, having regard to the
Company's operating resufts, individual performance and comparable market statistics.

No directors waived any emoluments in the years ended December 31, 2006 and 2007.

EMPLOYEES' EMOLUMENTS
The five individuals with the highest emoluments in the Group in 2006 and 2007 were all directors of the
Company and details of their emoluments are included in note 11 above.

PROPOSED DIVIDEND
The final dividend of HK5 cents per share for the year ended December 31, 2007 has been proposed by the
directors and is subject 10 shareholders’ approval at the forthcoming annual general meeting.

No dividend was proposed by the directors for the year ended December 31, 2006.

EARNINGS PER SHARE

The calculation of the basic earnings per share attributable 1o the equity holders of the Company for the year
ended December 31, 2007 is based on the profit for the year of HK$477,388,000 (2006: HK$15,664,000)
and the 1,538,124,661 shares (2006: 1,538,124,661} in issue during the year,

No diluted earnings per share is presented for the years ended December 31, 2006 and 2007 as there were
no potential ordinary shares in issue during both years.
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15. PROPERTY, PLANT AND EQUIPMENT
Furniture,
fixtures
Buildings Plant and and office Motor  Construction
in the PRC machinery equipment vehicles in progress Total
HKS'000 HK$'000 HK$'000 HK$'000 HKS 000 HK$°000

THE GROUP
COST
At January 1, 2006 840,467 3,108,648 11,665 15,810 101,592 4,078,182
Exchange adjustments 41,71 145,234 524 783 4,064 192,316
Additions 28,647 61,300 2,546 2,684 135,664 231,141
Transfers 71,068 75,754 — — (146,822) —
Disposals — (2,530 — {2,381} — {4,913)
At December 31, 2006 981,893 3,388,404 14,735 17,196 94,498 4,496,726
Exchange adjustments 70,676 224,101 1,051 1.451 6,131 303,410
Additions 191 103,512 4,234 10,041 373,162 491,740
Transfers 145,074 236,720 560 — (382,354) —
Acquisitions of

subsidiaries

(note 36} 63,892 99,610 693 823 11,185 176,203
Disposalsfwrite-off (5,386) (194,949) - (2,078) - (202,413}
At December 31, 2007 1,256,940 3,857,398 21,273 27,433 102,622 5,265,666
DEPRECIATION
At January 1, 2006 102,399 785,453 4,326 9,055 — 901,233
Exchange adjustments 6,388 45,511 224 464 — 52,587
Provided for the year 45,616 260,649 2,487 2,639 — 311,39
Eliminated on disposals - (1,368) — {143} — {1,511
At Pecember 31, 2006 154,403 1,090,245 1,037 12,015 — 1,263,700
Exchange adjustments 12,693 78,992 493 81 - 93,019
Provided for the year 55,755 330,131 3,212 3,697 — 392,795
Acquisitions of

subsidiaries

{note 36) 3,064 13,123 233 144 - 16,564
Eliminated on

disposals/write-off (192) {147,469) — {1,035) — {148,696)
At December 31, 2007 225,723 1,365,022 10,975 15,662 - 1,617,382
CARRYING VALUES
At December 31, 2007 1,031,217 2,492,376 10,298 1n,m 102,622 3,648,284
At December 31, 2006 827,430 2,298,159 7698 5,181 94,498 3,233,026

KA A P
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15. PROPERTY, PLANT AND EQUIPMENT (continued)
Certain buildings erected on the lands of the Group in the PRC were not granted formal title of their
ownership. At December 31, 2007, the carrying value of buildings in the PRC for which the Group had not
been granted formal title amounted to approximately HK$702,107,000 {2006: HK$594,995,000). In the
opinion of the directors, the absence of formal title does not impair the value of the relevant buildings. The
directors also believe that formal title to these buildings will be granted to the Group in due course,

Furniture,
fixtures
and office Motor
equipment vehicles Total
HK$'000 HKE'000 HK$'000

THE COMPANY
COsT
At January 1, 2006 2,225 1,005 3,230
Additions 4 —_ 4
At December 31, 2006 2,229 1,005 3,234
Additions 1 — 1
At December 31, 2007 2,230 1,005 3,235
DEPRECIATION
At January 1, 2006 1,110 1,005 2,115
Provided for the year 445 — 445
At December 31, 2006 1,555 1,005 2,560
Provided for the year 445 — 445
At December 31, 2007 2,000 1,005 3,005
CARRYING VALUES
At December 31, 2007 230 — 230
At December 31, 2006 674 —_ 674
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15. PROPERTY, PLANT AND EQUIPMENT (continued)
The above items of property, plant and equipment, other than construction in progress, are depreciated on a
straight-tine basis at the following rates per annum:

Buildings in the PRC Over the shorter of the relevant lease,
or 3.3% — 5%

Plant and machinery 5% — 10%

Furniture, fixtures and office equipment 20%

Maotor vehicles 20%

16. PREPAID LEASE PAYMENTS
The Group’s prepaid lease payments with a carrying value of approximately HK$179,928,000 (2006:
HK$150,284,000} represent leasehold lands in the PRC held under medium-term ftand use rights. An amount
of approximately HK$5,384,000 {2006: HK$4,361,000) is classified under current assets for reporting
purpose.

Ay s, DI PIN 0L
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17.

INTANGIBLE ASSETS

Technical Development Utility
know-how costs rights Total
HK$'000 HK$°000 HK$'000 HK$'000

COST
At January 1, 2006 73,074 21,386 70,404 164,864
Exchange adjustments 3,514 962 3,168 7.644
Additions 5,778 — — 5,778
At December 31, 2006 82,366 22,348 73,572 178,286
Exchange adjustments 5,453 2,902 4,775 13,130
Additions 6,530 28,883 — 35,413
At December 31, 2007 94,349 54,133 78,347 226,829
AMORTISATION
At January 1, 2006 54,298 11,938 37,395 103,631
Exchange adjustments 2,814 705 1,959 5,478
Provided for the year 9,519 4,302 7,081 20,902
At December 31, 2006 66,631 16,945 46,435 130,011
Exchange adjustments 4,810 1,576 3,352 9,738
Provided for the year 10,916 9,692 7,596 28,204
At December 31, 2007 82,357 28,213 57,383 167,953
CARRYING VALUES
At December 31, 2007 11,992 25,920 20,964 58,876
At December 31, 2006 15,735 5,403 27,137 48,275

At December 31, 2007, included in development costs is an amount of approximately HK$3,682,000 (2006:
HK$3,848,000) which was internally generated while all other intangible assets of the Group were acquired
from independent third parties. Development costs mainly represent costs incurred for the development of
the Group’s new products, including clinical experiments and tests conducted by hospital.

Technical know-how mainly represents special techniques and secret formulae for the Group’s products
development and preduction.
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17.

18.

19.

INTANGIBLE ASSETS (continued)
Utility rights represent up-front non-refundable payments to secure the rights to use electricity in the PRC
over 10 years.

The above intangible assets have definite useful lives and are amortised on a siraight-line basis over the
following periods:

Technical know-how 5 to 10 years
Development costs 3 to 5 years from date of commencement
of commercial operation

Utility rights 10 years
GOODWILL

HK$ 000
COST
At January 1, 2006 and December 31, 2006 55,764
Arising on acquisition of a subsidiary (note 36) 44,954
At December 31, 2007 100,718

Particulars regarding impairment testing cn goodwill are disciosed in note 19.

IMPAIRMENT TESTING ON GOODWILL
For the purpose of impairment testing, goodwill with indefinite useful lives as set out in note 18 and goodwill
reserve has been allocated to two individual CGUs as follows:

HK$'000
Business segment of finished drugs {"Unit A") 55,764
Manufacture and sale of penicillin ("Unit B") 205,084
260,848
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19.

20.

21.

IMPAIRMENT TESTING ON GOODWILL (continued)
During the year ended December 31, 2007, management of the Group determines that there is no impairment
of the above-mentioned CGUs containing the goodwiil. The basis of the recoverable amounts of the CGUs

and their major underlying assumptions are summarised below:

The recoverable amounts of these units have been determined based on a value in use calculation, That
calculation uses cash flow projections based on financial budgets approved by management covering a S-year
period, and discount rate of 5.6% per annum, for both Unit A and Unit B, with zero growth. Another key
assumptian for the value in use calculations is the budgeted grass margin, which is determined based on the
units’ past performance and management’s expectations for the market development.

DEPOSIT PAID FOR INVESTMENT IN AN ASSOCIATE

The amount represents the deposit paid for the investment in 20% equity interest in Siping City Fine
Chemicals Products Company Limited PUFmRGH{LE2RFRAT] (“Siping”). The total consideration for the
transaction amounting to approximately HK$21,277,000 and the acquisition was completed in February
2008. Siping is a sino-foreign equity joint venture company established in the PRC and is engaged in the
manufacture and sale of pharmaceutical products in Siping City, lilin Province.

INTEREST IN A JOINTLY CONTROLLED ENTITY

2007 2006

HK$'000 HK$000

Cost of unlisted investment in a jointly controlled entity 19,985 19,985
Share of post-acquisition profits, net of dividends received or receivable 161 1,661
20,146 21,646

At December 31, 2007, the Group held 50% of the registered capital of Hebei Huarong Pharmaceutical Co.,
Ltd. {"Huarong”} which is a sino-foreign equity joint venture company established in the PRC to manufacture
and sell vitamin B12 products.

At January 1, 2006 and December 31, 2006, included in the goodwill reserve was goodwill of approximately
HK$7,124,000 arising on acquisition of the jointly controlled entity in prior years. An impairment loss on
the entire amount has been recagnised by the Group during the year ended December 31, 2007 after the
re-assessment on the current business performance and future plans of the jointly controlled entity by the
management.

oW WA G T SR E L e T D
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21. INTEREST IN A JOINTLY CONTROLLED ENTITY (continued)
The summarised financial information in respect of the Group's interest in a jointly contrciled entity which is
accounted for using the equity method is set out below:

2007 2006

HK$'000 HK$°000

Current assets 34,432 31,496
Non-current assets 58,716 59,906
Current liabilities (62,762) (59,990)
Non-current liabilities {11,204) {10,730}
Income 107,007 87,491
Expenses (109,690) {90,841)

22. BANK BALANCES/PLEDGED BANK DEPOSITS

Bank balances and pledged bank deposits carry interest at market interest rates, ranging from 0.72% to
2.85% (2006: 0.72% to 3.75%) per annum.

As a1 December 31, 2007, the Group has pledged bank deposits to banks for the acquisition of property,
plant and equipment of approximately HK$751,600 (2006: HK$1,312,000) and the deposits are classified as

non-current assets.

As at December 31, 2006, the Group had also pledged approximately HK$2,792,000 deposits to banks to
secure short-term banking facilities granted to the Group and the deposits were classified as current assets.
The pledges have been released upon the settlement of the relevant bank loan during the current year.

SNC R R A S L
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22. BANK BALANCES/PLEDGED BANK DEPOSITS (continued)

The bank balances and pledged bank deposits that are denominated in currencies other than the functional

currencies of the relevant group entities are set out below:

THE GROUP THE COMPANY
HKD UsD HKD uspo
HK$°000 HK$°'000 HK$'000 HK$'000
As at December 31, 2007 66,618 5,974 24,541 1,562
As at December 31, 2006 15,594 3,465 3,361 —
23. INVENTORIES
2007 2006
HK$ 000 HKE'000
Raw materials 84,094 82,193
Work in progress 211,908 174,151
Finished goods 631,865 426,591
927,867 682,935
24. TRADE AND OTHER RECEIVABLES/BILLS RECEIVABLES
2007 2006
HK3'000 HK$ 000
Trade receivables 674,922 504,297
Less: allowance for doubtful debts (7,009} (7,009)
667,913 497,288
Bills receivables 281,586 98,501
949,499 595,789
Other receivables 100,915 77,200
1,050,414 672,989
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24.

TRADE AND OTHER RECEIVABLES/BILLS RECEIVABLES (continued)
The Group allows a general credit period of 90 days to its trade customers. The following is an aged analysis
of trade receivables {net of allowance for doubtful debts) and bills receivables at the balance sheet date:

2007 2006

HK$'000 HK$000

0 to 90 days 917,351 559,880
91 to 180 days 30,534 35,731
181 to 365 days 1,614 178
949,499 585,789

The Group's trade receivables that are denominated in currencies other than the functional currencies of the
relevant group entities are set out below:

usD

HK$'000

As at December 31, 2007 236,490
As at December 31, 2006 125,449

No impairment loss is provided for the trade receivables that are neither past due nor impaired (i.e. aged
within 90 days) because these receivables are within the credit period granted to the respective customer and
the management considers the default rate is low for such receivables based on historical information and
experience.

Included in the Group’s trade receivable balance are debtors with an aggregate carrying amount of
approximately HK$32,148,000 (2006: HK$35,909,000) which are past due (i.e. aged over 90 days) at the
reporting date for which the Group has not provided for impairment loss after making reference to their
subsequent settlement pattern. The Group does not hold any collateral over these balances.

The Group has provided fully for all receivables over 365 days because historical experience is such that
receivables that are past due beyond 365 days are generally not recoverable.
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24. TRADE AND OTHER RECEIVABLES/BILLS RECEIVABLES (continued)
Movement in the allowance for doubtful debts

2007 2006

HK$'000 HK$'000

Balance at beginning of the year 7,009 19,394
Amounts written off as uncollectible — (12,385)
Balance at end of the year 7,009 7.009

25. RELATED PARTY DISCLOSURES
During the year, the Group had significant transactions and balances with related parties, some of which are
also deemed to be connected parties pursuant to the Listing Rules. The significant transactions with these
companies during the year, and balances with them at the balance sheet date, are as follows:

{}] Connected parties

Name of Nature of 2007 2006
company transactions/balances HK$'000 HK$'000
The SPG Group Sale of steam (note a) 6,084 2,672
Purchase of raw materials {note a) 285,025 266,499
Rental expenses (note b} 6,086 5,787

Interest expenses on loans from an
intermediate/ultimate holding company
{rote ¢) 1,211 2,152

Interest expenses on loans from related
companies (note c) 3,286 481

Balance due from (to) the SPG Group:

— trade receivables {note d} — 2,660
- trade payables (note d) (25.820) (11,360)
-— other payables (note o) (14,978) (10,454)
— short-term loans (note ¢) (9,404) _
— long-term loans {note ¢; — (79,493)
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25.

RELATED PARTY DISCLOSURES (continued}

(n

(n

Connected parties (continued)

With reference to the announcement of the Company dated December 21, 2007, a facility in the
aggregate amount of RMB510,000,000 is made available by a bank in the PRC to SPG and certain
subsidiaries of the Company for RMB150,000,000 and RMB360,000,000, respectively. The facility is
a general working capital facility for one year from April 25, 2007. As a condition under the facility,
SPG has pledged 600,000,000 ordinary shares of the Company (representing approximately 39.01%
of the issued share capital of the Company) heid by its wholly-owned subsidiary, China Charmaine
Pharmaceutical Company Limited, in favour of the bank as security. At December 31, 2007, the extent
of such facility utilised by the Group amounted to RMB130,000,000.

As at December 31, 2007, SPG had also given corporate guarantees to banks in the PRC to secure the
loan facilities to the extent of approximately HK$404,255,000 (2006: HK$57,416,000) granted to the
Group.

In addition, the Group has acquired two subsidiaries from the SPG Group, details of which are set
out in note 36 to the consolidated financial statements and an anncuncement of the Company dated

August 30, 2007,

Related parties, other than connected parties

Name of Nature of 2007 2006
company transactions/balances HK$'000 HK$'000
Huarong, a jointly  Sale of raw materials (note a) 5,555 4,695

controlled entity
of the Group Purchase of raw materials (note a) 56,782 36,062

Provisian of utility services by the Group
{note g) B.415 10,416

Balance due from Huarong:

-— dividend receivables 6,122 6,122
— other receivables (note d} 7.758 7.033
— trade receivables {note d) 512 —

At December 31, 2007, a corporate guarantee of approximately HK$638,298,000 (2006:
HK$600,000,000) was given by the Company 1o a bank in the PRC in respect of banking facilities
granted to certain subsidiaries of the Company and Huarong. An amcunt of approximately
HK$22,340,000 (2006: Nil) has been utilised by Huarong at the balance sheet date.
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25. RELATED PARTY DISCLOSURES (continued)

1))

(1v)

Notes:
{a)

(b

{d)

(e)

Other state-owned entities in the PRC

The Group operates in an economic regime currently predominated by entities directly or indirectly
owned by the PRC government through its government authorities, agencies, affiliations and other
organisations {”state-owned entities”). Transactions with other state-owned entities include but are
not limited 1o the followings:

. lending and deposit taking;

. taking and placing of inter-bank balances;

. purchase, sale and leases of property and other assets; and
. rendering and receiving of utilities and other services.

These transactions are conducted in the ordinary course of the Group’s business on terms similar
to those that would have been entered into with non-state-owned entities. The Group has also
established its pricing strategy and approval processes for major products and services, such as loans,
deposits and commission income. Such pricing strategy and approval processes do not depend on
whether the customers are state-owned entities or not. Having due regard to the substance of the
relationship, the directors of the Company are of the opinion that none of these transactions are
material related party {ransactions that require separate disclosure.

Remuneration of key management personnel
The remuneration of key management persannel of the Group during the year is as follows:

2007 2006

HK$'000 HK$'000

Short-term benefits 17,936 9,091
Post-employment benefits 468 569
18,404 9,660

The transactions were carried out with reference to the market prices.
Rental expenses were paid in accordance with the tenancy agreements.
Details of the loans are set out in notes 28 and 30.

At the balance sheet date, these amounts were aged within one year.

The transactions were carried out based on the actual costs of utilities incurred by the Group.

e
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26. TRADE AND OTHER PAYABLES/BILLS PAYABLES

2007 2006

HK$'000 HK$'000

Trade payables 479,686 406,100
Bills payables 169,537 223118
649,223 629,218

Other payables 648,100 348,047
1,297,323 977,265

The following is an aged analysis of trade and bills payables at the balance sheet date:

2007 2006

HK$'000 HK$°000

C to 90 days 595,033 555,975
91 to 180 days 29,572 54,433
181 to 365 days 11,194 9,917
More than 365 days 13,424 8,893
649,223 629,218
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27. UNSECURED BANK LOANS

THE GROUP THE COMPANY
2007 2006 2007 2006
HK$'000 HK$'000 HK3$'000 HK$'000
The unsecured bank loans are
repayable as follows:
On demand or within one year 976,043 752,000 292,000 242,000
Maore than one year, but not
more than two years 544,468 562,000 220,000 292,000
More than two years, but not
more than five years 171,915 215,000 140,000 120,000
1,692,426 1,529,000 652,000 654,000
Less: Amounts due within one
year shown under
current liabilities {976,043) (752,000) (292,000) (242,000)
Amounts due after one year 716,383 777,000 360,000 412,000

The above bank loans at the balance sheet date are as follows:

THE GROUP THE COMPANY
2007 2006 2007 2006
HKS$'000 HK$'000 HK3$'000 HK$'000
Fixed-rate RMB bank loans 1,040,426 875,000 — —
Floating-rate HKD bank loans 652,000 654,000 652,000 654,000
1,692,426 1,529,000 652,000 654,000

The ranges of effective interest rates of the Group’s fixed-rate RMB bank loans and floating-rate HKD bank
loans are 5.02% to 7.47% (2006: 5.02% to 6.76%) per annum and 4.08% to 6.05% (2006: 4.47% to 5.46%}
per annum, respectively. The floating-rate HKD bank loans are subject to interest at HIBOR plus a spread.
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27.

28.

UNSECURED BANK LOANS (continued)

The borrowings that are denominated in currencies other than the functional currencies of the relevant group

entities are set out below:

THE GROUP

AND

THE COMPANY

As at December 31, 2007
As at December 31, 2006

HKD
HK$'000

652,000
654,000

At the balance sheet date, the Group had undrawn loan facilities to the extent of approximately
HK$60.000,000 (2006: Nil} and HK$244,681,000 (2006: Nil} in respect of floating-rate HKD bank loans and

fixed-rate RMB bank loans, respectively.

LOANS FROM AN INTERMEDIATE/ULTIMATE HOLDING COMPANY
The loans due to SPG are unsecured and are analysed as follows:

2007 2006
HK$'000 HK$'000
Current hiability:

— interest-free 9,404 —

Non-current liabilities:
— interest bearing at the rate of 3.78% per annum — 50,000
— interest-free — 9,493
—_ 59,493

At December 31, 2007, the fair value of the interest-free loans of approximately HK$9,404,000 (2006:
HK$9,493,000) was determined based on the present value of the estimated future cash outflows discounted

using the effective interest rate of 3.78% per annwm. The loans are repayable within twelve months from the

balance sheet date, and are therefore classified as current liabilities.
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29.

30.

31.

32.

DERIVATIVE FINANCIAL INSTRUMENT

During the year, the Company entered into an arrangement of a financial instrument with a financial
institution with a view to reducing the finance costs of the Group. The financial instrument is a structured
interest rate swap with an embedded USD Forward Rate Bias linked structure (the “Structured Swap”). The
Structured Swap has a notional amount of HK$100,000,000 and a tenure of 4 years {i.e. mature on October
22, 2011). The Structured Swap is measured at fair value at each halance sheet date based on the valuation
provided by the counterparty bank. Subsequent to the balance sheet date, the Company has early unwound
the Structured Swap.

LOAN FROM A RELATED COMPANY
As at December 31, 2006, the loan of HK$20,000,000 was unsecured and carried interest at the rate of 6%
per annum. The amount has been fully repaid during the year ended December 31, 2007.

tn addition, a loan of HK$126,000,000 was raised from another related party and fully repaid during the year.
The loan was also unsecured and carried interest at the rate of 5% per annum.

SHARE CAPITAL

Number Share
of shares capital
HK$'000
Ordinary shares of HK$0.10 each
Authorised:
At December 31, 2006 and 2007 3,000,000,000 300,000
issued and fully paid:
At December 31, 2006 and 2007 1,5638,124,661 153,812

SHARE OPTION SCHEME

The Company's share option scheme {the “Scheme”) was adopted on July 6, 2004 for the purpose of
providing incentive to directors (or any persons proposed to be appainted as such, whether executive or non-
executive) and employees {(whether full-time or part-time} of each member of the Group; eligible business
consultants, professionals and other advisers who have rendered service or will render service to the Group as
determined by the board of directors.
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32.

33.

SHARE OPTION SCHEME (continued)

The maximum number of shares which may be issued upon exercise of all options to be granted under the
Scheme shall not in aggregate exceed 10% of the shares of the Company in issue at the date of approval of
the Scheme. The maximum entitlement for any one participant is that the total number of shares issued or
to be issued upon exercise of the options granted to each participant in any twelve-month period shall not
exceed 1% of the total number of shares in issue,

Any grant of options to a participant who is a director, chief executive or substantial shareholder (all within
the meaning as ascribed under the Listing Rules) of the Company or their respective associates must be
approved by the independent non-executive directors {excluding the independent non-executive director who
is the grantee). Where the granting of options to a participant who is an independent non-executive director
or a substantial shareholder would result in the shares of the Campany issued and to be issued upon exercise
of all options aiready granied and to be granted to such participant in the twelve-month period up to and
including the date of such grant exceed 0.1% of the total number of shares in issue and have an aggregate
value, based on the closing price of the shares at the date of each grant, in excess of HK$5,000,000, such
proposed grant must be approved by the shareholders of the Company in general meeting.

Options granted have to be taken up within a period of 30 days from the date of offer upon payment of
HK$1. The subscription price is determined by the board of directors and shall be at least the highest of (i)
the closing price of the shares as stated in the Stock Exchange's daily quotations sheet on the offer date;
(i) and the average closing price of the shares as stated in the Stock Exchange’s daily quotations sheets for
the five business days immediately preceding the offer date; and (iii) the nominal value of a share. Options
granted are exercisable for a period to be notified by the board of directors to each grantee and such period
shall expire not later than 10 years from the date of grant of options.

No option has been granied or agreed to be granted under the Scheme since its adoption.

INVESTMENTS IN SUBSIDIARIES

2007 2006
HK$'000 HK$'000
Unlisted investments, at cost 1,320,766 1,202,044

Particulars of the Company’s subsidiaries as at December 31, 2006 and 2007 are set out in note 42,
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34.

35.

36.

AMOUNTS DUE FROM SUBSIDIARIES

The amounts are unsecured, interesi-free and recoverable within twelve months from the balance sheet date.

RESERVES
Share Retained

premium profits Total

HK$'000 HK$'000 HKE'000
THE COMPANY
At January 1, 2006 1,116,727 187,898 1,304,625
Loss for the year — (47,923) {47,923)
At December 31, 2006 1,116,727 139,975 1,256,702
Profit for the year — 118,080 118,080
At December 31, 2007 1,116,727 258,055 1,374,782

ACQUISITIONS OF SUBSIDIARIES

During the year ended December 31, 2007, the following acquisitions took place:

(i)

{ii}

{iii)

On August 30, 2007, the Group entered into an agreement to acquire 100% of the equity interest
in Shijiazhuang Pharma Group (Inner Mongolia) Zhongkang Sugar Products Company Limited
("Zhbongkang") frem the SPG Group for a consideration of RMB130,000,000 (equivalent to
approximately HK$138,808,000);

On July 6, 2007, the Group entered into an agreement to acquire 51% of the equity interest in
Shijiazhuang Pharma Group (‘nner Mongolia) Zhongxing Huanbac Company Limited (“Zhongxing
Huanbao") from an independent third party for a consideration of RMB4,999,000 (equivalent to
approximately HK$4,999,000); and

On November 10, 2007, the Group entered into an agreement to acquire 100% of the equity interest
in Shijiazhuang Pharma Group Zhongchen Pharmaceuticai Coempany Limited (“Zhongchen™) from SPG
for a consideration of RMB1,800,000 (equivalent to approximately HK$1,915,000).

The above acquisitions have been accounted for using the purchase method of accounting. The amount of

goodwill arising is set out below.

Details of these acquired subsidiaries are set out in note 42 to the consolidated financial statements.
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36.

ACQUISITIONS OF SUBSIDIARIES (continued)
The net assets acquired in the transactions, and the goodwill arising, are as follows:

Property, plant and equipment

Prapaid lease paymenis

Inventaries

Trade and other receivables

Amount due from a jointly
contralled entity

Bank balances and cash

Trade and other payables

Amount due 10 3 related company

Trade payables due to fellow subsicharies

Tax liabilities

Unsecured bank loans

Minarity interests
Goodwill

Total consideration
satistied by cash

Net cash (outflow) inflow arising on
acquisitions;
{ash consideration paid
Bank balances and cash acquired

Zhongkang Zhanguing Huanbao Zhongthen
Acquiree's Acquiree's Acquiree's
<arrying carrying carrying
amount amount amount
before  Fair value before  Fair value and
combination adjustments  Fairvalue combination adjustments  Fairvalue  fair value Total
HKS 600 HKS 000 HKS'000 HKS000 HKS 000 HKE'000 HK$'000 HK$'060
119,710 1 130,781 34751 {5,899 28,858 - 156,639
11926 - 21,926 - - - - 1926
16,629 493 AP 1942 2,169 41m Al 31,254
5,356 - 5,366 3030 - 3,030 1447 15,843
big - 618 - - - - 1]
1442 - 1442 12 - by 2,104 3,768
{15,470) - (15.470) (26,666) - (26,666} {210} (42,346)
{13,995 - {13,995} - - - {7.447) {2,44)
(8,514) - (8,514) - - - - (8.514)
{2,231} - (2,231) - - - - 2.0
153,191} - {53.i5%) - - - - (33,191)
52,290 11,564 93,854 13,285 {3,730 9,555 1915 105,324
- 4,556) - (4,556
44,954 - - 44954
138,808 4,999 1915 145,722
138,808 4999 1915 145,722
(138,808) {4,999} {1,915) {145,721)
1442 i 2104 3768
{137,366) {8,170 189 {141,954)
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36.

37.

ACQUISITIONS OF SUBSIDIARIES (continued)
The goodwill arising on acquisition of Zhongkang is attributable to the anticipated future operating synergies
in the Group's business of manufacture and sale of penicillin products in Inner Mongolia after the acquisition.

Zhongkang, Zhongxing Huanbao and Zhongchen contributed/incurred approximately profit of HKS8,044,000,
loss of HK$46,000 and loss of HK$262,000 for the period between the date of acquisition and the balance
sheet date, respectively.

If the acquisitions had been completed on January 1, 2007, the Group’s revenue for the year would have been
approximately HK$5,074 million, and profit for the year would have been approximately HK$490 million.
The pro forma information is for illustrative purposes only and is not necessarily an indication of revenue
and results of operations of the Group that actuaily would have been achieved had the acquisitions been
completed on January 1, 2007, nor is it intended to be a projection of future results.

OPERATING LEASE COMMITMENTS

THE GROUP
2007 2006
HK$°000 HK$'000

Minimum lease payments paid under operating leases during the year
in respect of land and buildings 13,033 10,247

At the balance sheet date, the Group and the Company had commitments for future minimum lease
payments under non-canceliable operating leases which fall due as foliows:

THE GROUP THE COMPANY
2007 2006 2007 2006
HK$'000 HK$'000 HK$°000 HK$'000
Within one year 5,687 9,249 2,347 2,077

in the second o fifth year

inclusive 4,512 4,307 4,027 863
Cver five years 121 231 - -—
10,320 13,787 6,374 2,940

Operating lease payments represent rentals payable by the Group for certain of its office and factory
properties. Leases are negotiated and rentals are fixed for an average term of three years.
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38.

39,

40.

CAPITAL COMMITMENTS
At the balance sheet date, the Group had the following capital commitments:

2007 2006
HK$'000 HK$'000
Capital expenditure contracted for but not provided in the consolidated
financial statements in respect of acquisition of
— property, plant and equipment 107,026 77,489
-— intangible assets 16,757 6,817
123,783 84,306
Capital expenditure authorised hut not contracted for in respect of
acquisition of property, plant and equipment — 3,016

The Company had no capital commitment at both balance sheet dates.

MAJOR NON-CASH TRANSACTIONS
During the year, approximately HK$1,818,000 (2006: HK$3,232,000} of sales proceeds on disposals of
property, plant and equipment were agreed with the suppliers to set off with trade payables for the same

amount.

CONTINGENT LIABILITIES

(i)

As disclosed in the press announcement of the Company dated February 22, 2005, the Company and
one of its subsidiaries are named as, among others, defendants in a number of antitrust complaints
filed in the United States. These antitrust complaints alleged that certain manufacturers of vitamin C
in the PRC have since at least December 2001 censpired to cantrol prices and volumes of exports of
vitamin € to the United States and elsewhere in the world and that as such have been in violation of
the antitrust laws of the United States. It is alleged in the antitrust complaints that the purchasers of
vitamin C in the United States paid more for vitamin C than they would have paid in the absence of
the alleged conspiracy and therefore, suffered losses. The plaintiffs purported to bring these cases on
behalf of direct purchasers under the federal antitrust laws of the United States and indirect purchasers
under various state antitrust laws. The plaintiffs {purportedly as representatives of classes of similar
plaintiffs) seek treble unspecified damages and other relief. Subsequent to the above-mentioned
announcement, there were some other complaints with the same nature as the antitrust complaints
filed in the United States. Up to date of this report, four antitrust complaints have been served on the
Company and three antitrust complaints have been served on the subsidiary. The legal adviser of the
Group has successfully consolidated all such cases to be heard in the Federal Court of New York.
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40. CONTINGENT LIABILITIES (continued)

41.

On May 3, 2006, the first court meeting was held before a judge of the U.S. District Court for the
Eastern District of New York and legal advisers of the defendants and plaintiffs. In February 2007, the
direct purchaser plaintiff amended its claim and requested that only direct purchasers of the Vitamin
C who had not entered into any agreements containing arbitration clauses could be part of the class
of purchasers it sought to represent. On June 5, 2007, the court heard the defendants’ motions to
dismiss based on the legal principles of act of state, foreign sovereign compulsion and internationai
comity. The court has taken those motions under advisement and it is not known when a ruling will be
forthcoming.

Submissions concerning whether the direct purchaser case may proceed as a class action have been
made during the year. According to the latest timetable fixed by the court, fact discovery is scheduled
to be concluded by September 15, 2008, expert discovery is scheduled to be concluded by March
28, 2009 and a joint pre-trial order is due by May 15, 2009. The action is still in the stage of class

discovery.

The directors and management of the Company intend to contest the claims set out in the antitrust
complaints vigorously. The Group has appointed legal advisers to advise them in the legal proceedings
and the outcome of the antitrust complaints cannot be reliably estimated with reasonable certainty at
this stage.

{ii} At December 31, 2007, a corporate guarantee of approximately HK$638,298,000 (2006:
HK$600,000,000) was given by the Company to a bank in the PRC in respect of banking facilities
granted to ceriain subsidiaries of the Company and Huarong. An amount of approximately
HK$22,340,000 (2006: Nii) has been utilised by Huarong at the balance sheet date.

EMPLOYEE RETIREMENT BENEFIT SCHEMES

The Group operates a Mandatory Provident Fund Scheme for all qualifying employees in Hong Kong. The
assets of the scheme are held separately from those of the Group, in funds under the control of trustees.
Contributions to the scheme are made based on a certain percentage of the employees’ relevant payroll
costs.

The employees of the subsidiaries in the PRC are members of a state-managed retirement benefit scheme
operated by the PRC government. The relevant subsidiaries are required to make contributions to the
retirement benefit scheme based on certain percentage of payroll costs to fund the benefits. The only
obligation of the Group with respect to the retirement benefit scheme is to make the specified contributions,

During the year, the contributions made by the Group relating to the above arrangements were approximately
HK$53,570,000 (2006: HK$43,104,000), of which approximately HK$420,000 (2006: HK$521,000) was
attributable to the Mandatory Provident Fund Scheme in Hong Kong.
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42.

PARTICULARS OF SUBSIDIARIES

Particulars of the Company's subsidiaries at December 31, 2006 and 2007 are as follows:

Nominal

Pergentage of

Place of value of issued nominal value of
incorporation/ and fully paid  issued share capital/
registration Kind of share capital!  registered capital held
Name of subsidiary and operations legal status registered capital by the Company Principal activity
Directly  Indirectly
% %
Golden Wing Limited Hong Kong Limited liability HK$3 100 — Inactive
company
Tin Lon investment Limited Hong Kong Limited liability HK§2 10 —  Investment holding
company
Shijiazhuang Pharma PRC Limited liability RMB463,490,300 79.04 2017 Manufacture and sale
Group Hebei Zhongrun cooperative joint of pharmaceutical
Pharmacautical Co., Ltd. venture enterprise products
Shijiazhuang Pharma Group PRC Foreign invastment RMB160,000,000 100 — Manufacture and sate
NBP Pharmaceutical enierprise with of pharmaceutical
Co., ltd. limited liability products
Shijrazhuaug Pharma Group PRC Foreign investment HX$130,000,000 100 —  Manufacture and sale
Zhongryn Pharmaceutical enterprise with of pharmaceutical
(Inner Mongolia) Co., Lid. limited liality products
Shijiazhuaug Pharma Group PRC Foreign investment RMB135,000,000 100 — Manufacture and sale
Zhonghe Pharmaceutical enterprise with of pharmaceutical
{Inner Mongefia) Co., Ltd. ifmited lLiability producis
Shijiazhuang Fharma Group PRC Foreign nvestment 1U5$20,165,000 100 —  Manufacture and sale
Weisheng Pharmaceutical enterprise with of pharmaceutical
(Shij:azhuang) Co., Ltd. limited liabiity preducts
Weitai Pharmaceutical PRC Foreign investment RMB59,400,000 100 — Manufacture ang sale
(Shijiazhuang) Co., Ltd. enterprise with of pharmaceutical
imited liability products
Shifiazhuang Pharma Group PRC Foreign investment RMB216,000,000 100 —  Manufacture and sale
Zhongnuo Pharmaceutical enterprise with of pharmaceutical
{Shijiazhuang) Co., Ltd. limited liability products
T SRR w77
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42. PARTICULARS OF SUBSIDIARIES (continued)

Name of subsidiary

Place of
incorporation/
registration
and operations

Shijiazhuang Pharma Group PRC
Zhongaqi Pharmaceutical
Techrology (Shijiazhuang)

Co., Ltd.

Shijiazhuang Pharma Group PRC
Hebei Zhongrun Chemica!

Co., Ltd.

Shijiazhuang Pharma Group PRC
Hebei Zhongrun Huanbao

Co, Ltd.

Inner Mongolia Zhongxingyuan  PRC
Sewage Treatment Co., Ltd.

New subsidianies in 2007,
Zhangkang PRC
Zhongxing Huanbao PRC

Shijiazhuang Pharma Group PRC
{Shijiazhuang ) High Medical
Technology Development

Co,, L.

Zhongchen

PRC

Kind of
legal status

Forzign investment
enterprise with
limited liability

Foreign investment
enterprise with
limited liahility

Foreign investment
entarprise with
limited liability

Foreign invesiment
entarprise with
limited liability

Foreign investment
enterprise with
limited liability

Foreign investment
enterprise with
limited liability

Foreign investment
enterprise with
limited lizbility

Foraign investment
enterprise with
limited liability

Nominal

value of issued
and fully paid
share capital/
registered capital

RiMB39,754,680

RMB50,000,000

RMES,000,000

RMB18,000,000

RMB33,000,000

RM815,000,000

RMB30,000,000

RMB8,750,000

Percentage of
nominal value of
issued share capital/
registered capital held

by the Company
Directly  Indirectly
% %
100 -
100 -
- 85
80.42 —
- 100
— 5
25 58.33
— 100

Principal activity

Pravision of
pharmaceutical
research and
development
services

Manufacture and sale
of pharmaceutical
products

Sewage treatment

Sewage treatment

Manufacture and sele
of pharmaceutical
products

Sewage treatment

Pravision of
pharmaceutical
research angd
development
SETViCes

Manufacture and sale
of pharmaceutical
products

None of the subsidiaries had any debentures outstanding at the end of the year or at any time during the

year.
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RESULTS
Year ended December 31,
2003 2004 2005 2006 2007
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
Revenue 2,478,426 2,450,649 3,192,065 3,538,754 4,986,059
Cost of sales (1,553,466) (1,819,804} (2,498,50M (2,925,429} (3,449,641)
Gross profit 924,960 630,845 693,564 613,325 1,536,418
Other income 9,522 14,677 21,157 34,814 27,278
Selling and distribution
expenses (94,529) (131,453) (182,723} (232,511) (379,203}
Administrative expenses (198,323) (225,503) {287.014) (308,094) (471,280)
Other expenses {23,341) (15,449) (26,754) (6,808) {(74,822)
Operating profit 618,289 273,117 218,230 100,726 638,391
Share of profit (loss) of a
jointly controlled entity 6,548 3,419 (1,099) (3,350) (2,683)
Change in fair value of
a derivative financiai
instrument — — — — (551)
Finance costs (25,361) (27,959) (68,139) (95,776) {112,809)
Profit before tax 599,476 248,577 148,992 1,600 522,348
Income tax {charge) credit (93,916) {3,185) 7,301 13,763 {45,569)
Profit for the year 505,560 245,392 156,293 15,363 476,779
Attributable to:
Equity holders of the
Company 504,169 245,011 156,518 15,664 477,388
Minarity interests 1,391 381 (225) (301) (609)
505,560 245,392 156,293 15,363 476,779
HK cents HK cents HK cents HK cents HK cents
Earnings per share:
Basic 33.27 15.93 1018 1.02 31.04
Diluted 32.83 N/A N/A N/A N/A
R
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ASSETS AND LIABILITIES

At December 31,

2003 2004 2005 2006 2007

HK$'000 HK$°000 HK$'060 HK$'000 HK$'000

Total assets 3,361,624 4,707,246 5,379,779 5,273,408 6,458,745

Total liabilities (1,231,655) (2,438,149) (2,884,251) (2,622,574) (3,087,605)

Net assets 2,129,969 2,269,097 2,495,528 2,650,834 3,371,140
Equity attributable to equity

holders of the Company 2,121,697 2,259,039 2,484,832 2,641,641 3,352,298

Minority interests 8,272 10,058 10,696 9,193 18,842

Total equity 2,129,969 2,269,097 2,495,528 2,650,834 3,371,140
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Ao AR ERTIE A
FEh 2 B A HERS 2,121,697 2,259,039 2,484,832 2,641,641 3,352,298
D ERS EAE R 8,272 10,058 10,696 9,193 18.842

HOMERS 2,129,969 2,269,097 2,495,528 2,650,834 3,371,140
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| 618,289 273,317 218,230 100,726 638,391
FEAE S & ER T (EEE) 6,548 3,419 (1,099) {3,350) (2,683)
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AT i F 505,560 245,392 156,293 15,363 476,779
FERBERRT
AR ER A A 504,169 245,011 156,518 15,664 477.388
SRS 1,391 381 (225) (301) {609)
505,560 245,392 156,293 15,363 476,779
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30 £

B =7 B %7
FIET FE FHT FET
66,618 5,974 24,541 1,562
15,594 3,465 3,361 —
=Rty e

FHET FHT

84,094 82,193

211,908 174,151

631,865 426,591

927,867 682,935
—geLE —BEAT

FHET FiEn

674,922 504,297

(7,009) (7.009)

667,913 497,288

281,586 98,501

949,499 595,789

100,915 77,200

1.050,414 672,989
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BE-FFLES —HoF—HIFE

21. REegb¥rExmE)
BRAERMEREARZENSS ORI B IRERBENT

“BRiE ZETRF

TR FHEIL

mBHEE 34,432 31,496
FEREAE 58,716 59,906

Pk JR=RIA (62,762) (59,990)
FRBEHA (11,204) (10,730)

e A 107,007 87,491

¥ i (109,690) {90,841)

22. HTEF/BEFBTER

ROATRCERABTFRRTENREAL  FRFNENT072ET 285 (ZFEXE  0.72FEE375E,

T -

RIFZELF+A=+—H FTRERUBYE  BERRHIEEARTEIORTSL000BT(-BEA

% 1,312,000%7) YEFTHEEREIEE -

MR-FBLRESZR=1—8  REESEHDN 2,792,000 F T F RN EZEMEREHETEE - ¥ELEH

fFRBEE - CHMRITFERER A MRTEIUS R -
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19.

20.

21.

ERZEERNR
REFE-RF+E+-_A=-+—RALEE AEQrCEFRALNC SRRy BeELBOYERME - ZER
SEABOZAREHBEZHIEERAMI TEREHHMT -

FGSBEUZWEHENEERARZAIMIE - MBA REUB M5  ZANYEHTEEBREZAT
MPHRY  UFUBEES 6% RBRATHEMGEZRETLTR - FHEMAE2 2T BRERBHAZE
Fl= - DEZBELZBERRETEREMSRR 2 BHMIE

RBEEARRAEZEIEE
AEERERMETHAERRARIARNNNLFE)20%RIEFZEFMNIRE - X HZBRMTES21,277,0007%
T WER-BENF_ARR BPARTERYZPHMEGEEE  YRETHEOTIRERERHERYE

[=[a}

REgbECER
—RELF —RBENRE
FHT FH#T
REECERITREZKA 19,985 19,985
FEAR UCRS 18 53 A (J0RR & s FE UK RS 2.) 161 1,661
20,146 21,646

RIBELFE+TAZT—B  FRUSFTLERMBEEROB([EREMEERZ50% # « FRE K
RABRZZFIEASERT  RFRERHEGHEHES2 Eom °

RIBERFE-A-BARZISEAETZAZS+-0 BARREREREFERBcEREMELZEHE
7,124,000 BT c REZEZRFLFE+AZ+—BLEE  FREOSREEBEGSRAHIABRALGELRY
RGN E R 2 R BEER -
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HE—FELFF_A=S—HBUFEF

17. BHEEEH)
DHBEEREEEPERE AR 10 £ EHFAEs TRBRZ

REBREEZABHERAR - DARSERATFSSH

HiEEE 5 ZF10 %
SRS IES F(HBEABEEFEZ BRI
TERSERE 10 4F
18. BH
BAE

NIEBEANF—FR—BE-_ZBEXNF+_FE=+—H
W R N FIFE 4 (At 36)

R=FBLF+-AZ+—H

THET

55,764
44,954

100,718

BREE CHERNS 2 FHEERBE 19

19. E8Z2HENR
AETRENS M 18 S ARRENEN, AERNESER IR FREESESENMT -

B R EB(TELLAL
tEFER( BB

T

55,764
205,084

260,848
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17.

—EFFEFEL R —HFUFR

s B R MMt QARG ERRE k]
FHT FHET FHET FHET
REE
R-FENNF—-A—A8 73,074 21,386 70,404 164,864
fE R 3,514 962 3,168 7.644
R 5,778 — — 5,778
M_FEBXRE+_A=+—H 82,366 22,348 73.572 178,286
BEHEE 5,453 2,902 4,775 13,130
RE 6,530 28,883 — 35,413
W_FREE+_AZ+—H 94,349 54,133 78,347 226,829
B
R-BEARE—F—H 54,298 11,938 37,395 103,631
fE H & 2,814 705 1,959 5,478
FREH 9,519 4,302 7.081 20,902
RoBEAF+-FEZ=+—8 66,631 16,945 46,435 130,011
HE 38 4,810 1,576 3,352 9,738
FBE 10,916 9,692 7,596 28,204
W_ERLFE+_A=+—H 82,357 28,213 57,383 167,953
SRHEE
KRIER+F+ZA=Z+—H 11,992 25,920 20,964 58,876
RoEERFET-_A=+—0 15,735 5,403 27,137 48,275

RIZBBLE+TZRB=+—8 " EHRBREZD - §93,682,0008L(ZFFRF : 3,848,000 HiL)HARRE
£ MALEZAAEMENAENABLEZEBA - HERLAXIERARORTFERHRELNFN - B
ZHRNREABEGETARE -

ABEREFARLDERRFRLEEZHRIEHRBERL -
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BE_FFE+F_F=+—HirFE

15. ¥ - BBERREH
EXERR S MERDEEE AERTRRIN DU ESHEA T ERTE

FHREZYHE TERAFE K 3.3%-5% (LABGE & BHE)
HEEEE 5%-10%

FE -  HEERMAERE 20%

| 20%

16. WBAEGFRE
AR ZE 2 BREES 179,928,000 T ( - FFE ¢ 150,284,000 E7w) HEAREP R AP BHRAY
HEZHEELH - BEA75,384,000 SBL{ZBENF 4,361,000 HAEE2BA MM AFREEE -
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15.

FERLFEF A= HUEFE

WE - Mgk REE

EAEERTAZ T FRRYETHEABBERZEE - R_FBLF+A=+—0 - RRERRERL

BIRASE BT YEEEAT702,107,000E T (228 NF £ 594,995,000 T) « HERA - HHFEAEKET
ALY IEE - EEBCHSYE IR EESTEEBRE T AREH -
R #HTR
HWARRE AE mE
FiET FiET FHET
ERAT
BAE
R-E2EXF—H—H 2,225 1,005 3,230
B 4 — 4
R_EERF+_A=1T—H 2,229 1,005 3,234
RE 1 — 1
BRIEEr#E+-_A=+—08 2,230 1,005 3,235
S
B_FFNEFE—H—AR 1,110 1,005 2,115
FERNEHE 445 — 445
noBBANE+-_FE=1+—-H 1,555 1,005 2,560
FREH 445 — 445
BoEF+FF+-_A=+—H 2,000 1,005 3,005
BRE{E
BRoFEELF+_A=+—8 230 —_— 230
RIFERF+—-A=+—8 674 — 674
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15.

ZFEEES A=A HUEFE

WE - BERRE

F&0

RAE
RIZERE-F-H
~E

ﬂ&@ﬁﬁﬁ‘ al(#ie 36)
e/ Bk

N R &l
3T e

EniE

HER

WERH R BRI (#7oE 36
hERRE / iR

EREZ R - ROR
L/E R HLERE ARE EEIR a8
FHET FET FET FEr FHT FAET
240,467 3,108,648 11,665 15,210 101,592 4,078,182
1,711 145,734 524 783 4,064 192,315
28,647 61,300 2,546 2,084 135,664 231,141
71,068 75,754 — — (146,822) —
- {2,532) — (2,381) — (4,913)
981,893 3,388,404 14,735 17,196 94,498 4,496,726
70,676 224,101 1,051 1,451 6,131 303,410
791 103,512 4,234 10,041 373,162 491,740
145,074 236,720 560 - (382,354) —
63,892 99,610 693 823 11,185 176,203
{5,386) {194,949) - {2,078) - {202,413)
1,256,940 3,857,398 21,273 27.433 102,622 5,265,666
102,399 785,453 4,326 9,055 — 901,233
5,388 45,511 224 464 — 52,587
45,616 260,649 2,487 2,639 - 314,391
- {1,368) — (143) — (1,511
154,403 1,080,245 7,037 12,015 — 1,263,700
12,693 78,992 493 841 — 93,019
55,755 330,131 3,212 3,697 — 392,795
3,064 13,123 233 144 - 16,564
(192) {147,469) — {1,035) — {148,696)
225,723 1,365,022 10,975 15,662 - 1,617,382
1,031,217 2,492,376 10,298 11,71 102,622 3,648,284
827,490 2,298,159 7,698 5,181 94,498 3,233,026
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HE-FF+EFES R+ —BUFE

11.

12.

13.

14.

EEHS L)

ZRBKRE
D R ABRR KR RER BRY ER ThY RE RER TEI ERE ERF FEE Axu LR
TRIT Téx TEr THn TR TET TR TER TEx TER TEn TEn TER TER TRR TER

ik 66 60 60 80 — 60 30 30 30 60 20 80 60 60 120 99
Rtelig

BARA4EH 3041 2207 213 209 93 1470 54 135 101 2027 —  — —  — = 130
RIMENE,

R 246 8 8 8 4108 2 8 186 — - - = — 5%
EREG(HR) 00 127 45 a4 68 150 25 N g8 3 - - = -  — 19
08 3647 402 526 391 165 1488 111 187 147 2596 240 60 60 60 120 10,200

Biat s MERSTHREHZEERERQAAZEREL  BAZLRARTALEWHREMIE -

REBZEZSF ERIFFLF T -AST-BLEMBEFE - SBENERRTEAHE -

BEME
RIBEAERZZE+E  AEHEIFMIEBATEBOAF QRS - AHESHR LXMENA -

2ERE
MEERAERRE_SFLFT_R=+-BULFERBRISESEN  HAERENEERRAFAGL
I - FIRIET -

MEHBRARERZE BT+ AZ+—RLEFERR -

SREF

BE-RS+E+-A=1T—"EBEE  RAFRAIEXZE ARG BEREABNTESERT 477,388,000
BT REAE 1 15,664,0008 ) RERNDEITRR1,538,124,661 3( —FEF ¢ 1,538,124,661 %) &t
;j @

RRBE-SENER_FFLF A=+ BUSFEYRAVEEEUXA 7 B LBk - B2 ZMEF
BRIz GREBLHRF -
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BE-GPEEF=AS+—ALER

10.

11.

Fremmk GER) 47)

RILREFZATAA  PEFATEARKMEERSH3WER(IED - R-FELFE+=ARE -
PEBRBRFRNBETTEAR AR TIEARKES THOADMEHRE - FINF—A-BRRBA
25% ° LETEFAPBRERITR L MR A IRHEE 25% 30 & B4 0GB OB HE s 2L
SIEABIGR L RIIE -

PETR  FHUHERERZAAEHER 141,440,000 BT ( ZFFAF 0 141,262,000 L) AR EEF TR
Fil o RKRIEHFEUTRD  HEXZSHFERERLBETEAE - ASDRERZAISEEBENREEY~Z
ERTEA LR -

REFERREUA  YEABRBHIENRIERER -

BESM&
B 14 (B RRE S )MEZHSOT -

—¥RLF
BRO Ef BRER £@% BRY BHR FRE FF ABR ZH: DAR PRE SHE RAR QG
FEz FAZ THA% THr FTAL TAL Fir FAx THAR FET THER TAR 78z T#n Fi#x
#e 60 6 60 60 60 60 60 60 — 264 66 66 66 132 1,074
REugid:
FLREGER 2768 209 201 453 1,205 204 488 %5 2— — — — —  — 5893
RAERET
#E B5 1 10 W M 1w 3}y B - - = = = - 458
SRS 48000 796 737 822 2400 1008 SO0 500 - = = = - = 11583
47 7883 1,075 1,008 1345 3776 1,282 1085 9  — 264 66 66 66 132 18998
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BE=SR+E+ A+ —EBUhFR

10. FiISHRX(ER) (&)

BEAGWTEER AQAETHEBRARNENH BRI BHERIRTECRAEHR « i - RIRGHET

BERBLT2itE  RARETHERARNER THIRARSHIES, RE

{a) AATR-MHLATHETARIRMEUHEAEABRARBMERTFERP BRI ZMLEARMA

REFHLBIMNIEED 2k - M EHERR -

() BEARRETHEARNRBEIEMEZ BBRERAMESHARR AFHRARDEEBHREER
HEZAGHEBBRRE KT 240% 5tH - FH L AUAHHABME2 5B Al RARRERRA

X BANAERRBERSDILXMEEZE TR -

MEFE 2 ERDEEH R LG EE 2 A ERAR -

FEEZAEHAXER) S WERMRRBATEFZHEROT

—_2%tHE —EERE

FABT FEor

BRI AT F 522,348 1,600
REHRSHB®R 27% (ZBRNF 1 27%) )52 88 141,034 432
UEEME BARBRAZBREES (1,369) {878)
MBEME TN 2 HBHEeE 30,037 10,320
EEASPEBRZHGEE 724 904
FERz BIARB Mg ® 23,308 29,182
BHEENRERZBBEER {23,260) {4,912)
TEHBATNEBZEBERARAR FE (110,305) (30,763)
FEREAAIE 2 BEIES /B {14,748) {16,711)
BEEERETE(REEH) 148 {1,337)
AFEEZFHEHMAT(ER) 45,569 {13,763)
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BE_QREEFS _A=+-HIEFE

9.

10.

BR B A& R

BR BRI M 2 HIBR (BT A
RIMAK(REES)
RREFG SR (RETE)

HIRAEE

ERAESHEGIAHERE)
BN HEFEEE
mE - R RRERE

RS R ELE

ZERIE S

F2HA

i/ WEmE - BERREHRCKR)
SME RS IR

&M

g LB RAME

it BEZRTREAZIVLET A= -0 EREFE

e

FRigBiR X (ER)

BIER s (%) 814t -
PEITEMAEH
— REE
— BEFERRBIR(BEER)
— BURE S R

—ETtE ZRERE
FET FrEL
371,906 252,032
53,570 43,104
425,476 295,136
28,204 20,902
5.384 4,361
392,795 311,391%
426,383 336,654
1,800 1,600
(3.489) (4,284)
48,549 (3)
10,574 2,726
17,275 8,148
— {1,595)

W AR L 2T R A B S AR R IR 2 B

—RFtF ZHRERE
FBFE FETL
60,169 4,285

148 (1,337)
{14,748) (16,711
45,569 (13,763)

RSB MK < AR T M AR TR AFEEALBRRFET SN RAASR - KHRBNFENE
B mAMAREREE 2 HADEERIEREER Z BRI -
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BE_FFtF+-AS+—BiEE

7.

BWAR S BRER )
185 8
TRENFRARFREET S AR TILETHRS ZRADH -

—RELE BB
FET TH#r
A 3,437,359 2,486,009
il (B EASH) 848,862 614,837
B¢ 302,227 216,860
M 344,553 191,301
Hith 53,058 29,747
4,986,059 3,538,754
RS EREZRAEREREMNBEIY URPE - WERYIZEEE ST -
MEEA
—g8tHF ZEWRF
FEBT FEiT
F 2
— RO ERAREHEZERTHER 92,111 82.670
— ERMTERNEMNRZFE / RIS QB TR(HT28) 861 1,819
— ARAEABRITE 2B TRR(F s 30) 3,286 481
WITEREHTH 2,286 1,897
EIEREZEBENER 13,885 8,576
HE/ RRERAT ARz BRI AT 28) 350 333
112,809 95,776
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HE_FFHEF —F=A— AU EE

7. WARSEBEBW

W0 ®HE)
BE-GEAF+-A=+—HUFEHE
HpEH
IR )
B&% AfiER HEERC i
5| EX] S 4= HAth YN e
FEL FHET FHET T FET FHET FHEIT
BARIEM 120,378 51,520 54,409 5,271 5,337 4 236,919
e R 119,209 98,509 81,185 23,994 13,312 445 336,654
RERBESzoREAERSRAGREERASNNOT
ROBBAFL-H=+—8
R g
BEEE EHEE BERC
S Z51 Sl Bk & Hith oS
FiEL FEx FEL FET FHEL FE
BE
SHEE 1,452,932 1,169,218 1,268,440 747,078 229,764 4,867,432
SETEER 21,646 21,646
ROBZLBAE 384,330
EWAE 5,273,408
afi
SHaH 190,473 245,946 193,655 294,999 38,686 963,759
P N /N =R 1,658,815

o=y N =R 2,622,574
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HEZFE+FF_A=1+—HI#E

7.

WARZEER )

EBIWA)

BE_GFAFEF-A=F—HILFE

A

HMEE
AR HE
YALH

FRREE HERAT
s -

AERT

RAEWA
AR

BT
EAGHEERER
A

B AT
FiaBile

TEEHH

SR

HUYE  AEER BERC
3 #31 #7 k& Rtk HH# 6
FEL FiET FEL FET AT TEL TET
1,016,186 671,996 575303 1,255,518 19,751 — 3538754
202,634 78,740 606 - — (281,980} -
1,218,820 750,736 575909 1,255,518 19,751 (281,980) 3,538,754
82,727 29,958 (11,274) 30,556 (18,779) 113,188
2,284
{16,746)
100,726
(3,350) (3.350)
(95,776)
1,600
13,763
15,363
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BE_FEFLEF A=+ —HIEE

7. WBWARZEERM@)

BT
BE-—RR+FEF-F=+—HULEEHF)
HuFH
EH&E
HEE EHERE |EEC
E$ 7] £ 25 B
FAT FHT FET F#T
& A 518,157 70,770 58,834 24,272
EREH 149,588 112,391 120,740 27,800
R 44,954 — — —
FERESZABEERCEABERESFMT
R-BELFEF—-F=+—H
gy
FRE HEEE HEEC
5 E2%] ]
FHEIT FET FHT
BE
DEEE 2,439,503 1,107,254 1,379,975
EEbEEN
ROB L ORIEE
RewEE
=Fii]
pak ) =Rivi 487.910 172,580 170,620
RNz REAE

FEBRRE

ol
Hoth A mE
FEL FET FHET
14,758 1 686,792
15,419 445 426,383
— — 44,954
R& Rt o)
FET FEL FET
832,471 236,718 5,995,921
20,146 20,146
442,678
6,458,745
432,814 57,711 1,321,635
1,765,970
3,087,605
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SRR EFASF—BIEFE

7. WBWARSEESR

—ERtEE ZREA
FAT FHET
HETR 4,985,795 3,536,575
BRig i A, 264 2,179
4,986,059 3,538,754

BEAEE ASMBEEBRAR  FEEUEESRAEAZERSA Mt FRBRRZ2HA -

HEDR
FRE2Hz ERDTREMAERT S
Hit - WEEMZ HEEHEHNNT

- SARRE(CETERAY  ERERRAIRBERCRN) RER

BE-@StFf-A=+-RU4EE

ERE
BOR ERER BERC
31 E3 ]| 5 HE ity HE gs
FET FHET FET FET FAET FET FAZT

g A
HbHE 1,612,030 767,708 1,102,142 1,464,008 35,171 - 4,986,059
BRI e 410,999 43,695 803 - 19,069 (474,566) -
WALE 2,028,029 811,403 1,102,945 1,464,008 54,240 (474,566) 4,986,059
FERIMAERRRA

RipMiETE -
FERG 396,726 38,261 252,727 6,409 {31,687) 662,436
RORWA 3,489
FOREX {27,534)
BB 638,391

BRa¥EEER {2.683) {2,683)
FTEeBIAATE

RE (551)
MR (112,809)
e BEaR 522,348
FRBHEL {45,569)
AET R 476,779
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HE-RF+rF - F=+—BIFEF

6. MBIRE
6b. MBEBEDEHERHEL)
HHERE (L)

— D e
ZERENEF

+2F
HETs ZERE AR =+-Hz
qaHE  SsR-TF  -FZ&R -F -ERE BEE0E BEE
% THT AR TAT TiEn Fhn TR
it emad
BREAERR
EL AT 347,048 284,752 9,917 8,892 650,609 650,605
ARER 13,118 - - - 23,118 223,118
HRERARNSER 11,360 - - - 11,360 11,360
LADEE=yNE Y 10,454 — - - 10,454 10,454
BEASITHR
—%L 5.89 52,511 42,268 444,759 386,987 926,525 875,000
— 78 4.82 - - 253,654 431,870 £85,524 654,000
LAt NG 378 - - - 61,890 61,890 59,493
BELTER 6.00 - - - 20,503 20,503 20,000
644,491 327,020 708,330 910,142 2,589,983 2,504,034

RRBEFZNHETR - ARAZTEEHAMNEAEHRERZLRITEN - HPRTEHIHAE
LR - Bt YEETE S -

6c. LFME
TEEMIARZAFRAEANSZEHEREMAEANBEBIIE -

EMBRERMBAMZATFEERAREMREATHE TS SMERAFRTHIRERL
DHTATE »

MFERE  FAMBRRALMEXFARIMBAERMBATNCREEBERLQFRE-




it

BE-EFLFLIAS f—ALTE

6. MBIA®E
6b. MEABREEERERET)
WHmEAT)

TERHNAEENGBABGIHNSENEY - RFETESREENS - ARNREARWARERZHET
AL REBBNRTRRELRUEES - ARFHNERATREN -

—EFLF
R-BBLE
t2A
il =S %3 Zt-Rz2
fRfE  SR-BR  -ZZ@A - -§Ht  BEREE BEE
% Tz A AT Fér T F&x
FTESRAM
AR BERR
EERZE 488,901 403,865 11,194 13,422 917,382 917,382
EREE 169,537 - - - 169,537 169,537
sl GRS o 25,820 - - - 25,820 25,820
B THE 14,978 - - - 14,978 14,978
FERGTER
— %8 6.70 56,727 - 672,426 400,930 1,130,083 1,040,426
— %8 4.4 - - 305,040 375,721 680,767 652,000
FEERATER 3.78 - - 9,574 - 9,574 9,404

755,963 403,865 998,234 790,079 2,948,141 2,829,547
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6.

BTs TR ()
6b. MBEREEEERREE)
S EmE

REZZZLF+_AZ+—B ARERARAFEOHGYRMEFEORAGERSE  HAERBFR
REEBITALIRMBRERS:

. REERBRIIFERBMBEE 2 REE : B

. REt 40 PR BER AR BIT MBELERAMZAARESER -

RTEEREEERRE  AEBEREEECEANMMERRZETE REERESF AR EE2FE
RRBERER  UHEREREESRVEBEZ RN - 4 ARORS A NERARNIES
FrHoTWEEEH  UAEREELZLE BHEERRH REBEER - GEML - ZRRESZRES
RE FERECBREMRE -

WA Sy - AEREAZERE SRS - BRRE  BESELERERRITEBRZEERRIES
hRTE c ARETEEMESEEARF S EREROEERS

AREERFLAZADES 2 EEARAR  RARETHHREEEETARBIERFEFRE
B

HEER
REARDASER LT AEUEREERARREERASEERTERRAR KT - 24
SHEEMT  TROBRSASFDZER -THEBYBRERBRITANZER  KERNEGERZHE
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e

FEBRBRTESESRDEES T ERR - R BB+ E+A=+—08  ~&EEE7HEMRER
R ZHRITER 304,681,000 L - FEIEEAMIFE27 -
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6. MBIEAED
6b. MMARTEEREBRER(G)

FAEB (5]

(i)  FIEERR
AEEZ AFRENERREENTERTEREM (SR HERMIE27)  RTEXRA
REN AR AR ERTEE - RESTAER  ARERABEREBERRDBKT - BE
FEERE AEFERTEARITCANETE-— 2Bz ETRRER - AER L - ARF
HERAREE A TEENRERIE -

ARERARTZRSRMEEARTI AT LRTIRGM ESERZFERME27) - £5H
2RIV REHRESN R R E LT RER R R -

AEEZSHAMINEAREBERANEZEBRRERSS - 2EHARARA 2 RERF
REBRTEETRERAAAGERERETHERZFERTELFSNED -

BEE S

THRBESHEEILBTER2ZREERMIIE « EARDRBARBHORNNZABEE
E2F RN - SOREFYFABRAMEIEERAONBER 2N ERR W RERBFHTIZE
] g & AR E) 2 5T -

HRIREF/ BSOBEESYFhEETSERERTE  AIAREERRABE-_FRLH =
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NOTIFICATION OF BOARD MEETING

This is to announce that a meeting of the Board of Directors of China Pharmaceutical Group Limited (the
“Company™) will be held at the registered office of the Company on Thursday, April 17, 2008 at 11:00
a.m. to approve, among other matters, the final results of the Company and its subsidiarics for the year

ended December 31, 2007.
For and on behalf of
China Pharmaceutical Group Limited
Cai Dongchen
Chairman

Hong Kong, April 7, 2008
As at the date of this notification, the Board of Directors of the Company comprises eight executive
directors, namely Mr. Cai Dongchen, Mr. Yue Jin, Mr. Feng Zhenying, Mr. Ji Jianming, Mr. Chak Kin

Man, Mr. Pan Weidong, Mr. Li Zhibiao and Mr. Zhang Zheng; one non-executive director, namely Mr.
Lee Ka Sze, Carmelo and four independent non-executive directors, namely Mr. Huo Zhenxing, Mr. Qi

Moujia, Mr. Guo Shichang and Mr. Chan Siu Keung, Leonard.
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2007 RESULTS ANNOUNCEMENT

The Board of Directors of China Pharmaceutical Group Limited (the “Company”) is pleased to announce
the audited consolidated results of the Company and its subsidiaries (the “Group™) for the year ended

December 31, 2007.

CONSOLIDATED INCOME STATEMENT

For the year ended December 31, 2007

Revenue
Cost of sales

Gross profit

Other income

Selling and distribution expenses
Administrative expenses

Other expenses

Operating profit

Share of loss of a jointly controlled entity

Change in fair value of a derivative
financial instrument

Finance costs

Profit before tax
Income tax {charge) credit

Profit for the year
Attributable to:

Equity holders of the Company
Minority interests

Proposed dividend

Earnings per share — Basic

Notes

2007 2006
HK$'000 HKS'000
4,986,059 3,538,754
(3,449,641) (2,925,429)
1,536,418 613,325

27,278 34,814
(379,203) (232,511
471,280 (308,094)

{74,822) (6,808)
638,391 100,726
(2,683) (3,350)
(551) —
(112,809) (95,776)
522,348 1,600
(45,569) 13,763
476,779 15,363
477,388 15,664
(609) (301)
476,779 15,363
76,906 —
HEK cents HK cents
31.04 1.02
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At December 31, 2007

Non-current assets

Property, plant and equipment

Prepaid lease payments

Intangible assets

Goodwill

Deposit paid for investment in an associate
Interest in a jointly controlled entity
Pledged bank deposits

Current assets

Inventories

Trade and other receivables

Bills receivables

Prepaid lease payments

Tax recoverable

Trade receivables due from a related company
Amount due from a jointly controlled entity
Pledged bank deposits

Bank balances and cash

Current liabilities

Trade and other payables

Bills payables

Trade payables due to a related company
Amounts due to related companies

Tax liabilities

Unsecured bank loans

Loans from an intermediate holding company
Derivative financial instrument

Net current assets

Total assets less current liabilities
Non-current liabilities
Unsecured bank loans

Loans from ultimate holding company
Loan from a related company

Net assets

Capital and reserves
Share capital
Rescrves

Equity attributable to equity holders of the Company
Minority interests

Total equity

Notes

N

2007 2006
HKS$’000 HK$'0060
3,648,284 3,233,026
174,544 145,923
58,876 48,275
100,718 55,764
21,277 —
20,146 21,646
751 1,312
4,024,596 3,505,946
927,867 682,935
768,828 574,488
281,586 98,501
5,384 4,361

— 1,165

— 2,660

14,392 13,155

— 2,792
436,092 387,405
2,434,149 1,767.462
1,127,786 754,147
169,537 223.118
25,820 11,360
14,978 10,454
47,103 15,002
976,043 752,000
9,404 —

551 —
2,371,222 1,766,081
62,927 1,381
4,087,523 3,507,327
716,383 777,000
— 59,493

— 20,000
716,383 856,493
3,371,140 2,650,834
153,812 153,812
3,198,486 2,487,829
3,352,298 2,641,641
18,842 9,193
3,371,140 2,650,834
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Accounting policies

The consolidated financial statements have been prepared in accordance with the Hong Kong Financial
Reporting Standards issued by the Hong Kong I[nstitute of Certified Public Accountants. In addition, the
consolidated financial statements include applicable disclosures required by the Rules Governing the
Listing of Sccurities on The Stock Exchange of Hong Kong Limited (the “Listing Rules”) and the Hong
Kong Companies Ordinance.

Revenue and segment information

2007 2006

HKS'000 HK$'000

Sale of goods 4,985,795 3,536,575
Service income 264 2,179
4,986,059 3,538,754

Business segments
The Group reports its primary segment information by products, namely bulk drugs (including penicillin
series, cephalosporin series and vitamin C series), finished drugs and others. Segment information about

these products is presented below:

For the year ended December 31, 2007

Bulk Drugs
Penicillin ~ Cephalosporin Vitamin C Finished
serfes series series Druogs Others  Eliminations  Consolidated

HKXS'000 HES'000 HKS'000 HKS'908 HES'000 HKS'900 HK$'000

REVENUE

External sales 1,617,030 767,708 1,102,142 [,464,008 RLAY - 4,986,059
Inter-segment sales 410,999 43,695 803 — 19,069 (474,566) -
TGTAL REVENUE 2,028,029 811,403 1,102,945 1,464,008 5440 {474.566) 4,986,059

Inter-segment sales are charged at prevailing market rates.

SEGMENT RESULTS 396,726 38,261 mL,m 6,409 (31,687 662,436
Unallocated income 3,489
Unallocated expenses (27,534}
Operating profit 638,391
Share of loss of a jointly

contrelled entity {2,683) (2,683)
Change in fair value of a derivative

financial instrument (551)
Finance costs {112,309
Profit before tax 512,348
Income tax charge {45.569)
Profit for the year 476,779
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Bulk Drugs
Peaicillin -~ Cephalosporin Vitamin C Finished
sesies series series Drugs Others  Eliminations  Consolidated
HKS'000 HKS 000 HKS'000 HKS'000 HKS'000 HKS 000 HKS000
REVENUE
External sales 1,016,186 671,946 575,303 1,255,518 19,751 — 3,538,754
Inter-segment sales 202.634 78,740 606 - - (281.980) -
TOTAL REVENUE [,218.820 150,136 375,909 1,235,518 19,751 (281,980 1,538,754
Inter-segmen sales are charged at prevailing market rates.
SEGMENT RESULTS 82707 29,958 (11,274 30,556 (18,779) 113,188
Unallocated income 4,284
Unallocated expenses {16.346)
Opuiating profit 100,726
Share of loss of a jointly
controfled entity {3.350) {3,350y
Finance costs (95,176}
Profit before tax 1,600
Income vax credin 13,783
Profit for the year 15,363

Geographical segments

The following is an analysis of the Group’s revenue by geographical market based on the geographical
location of customers for the year:

2007 2006

HK$'000 HK3'000

The People’s Republic of China (the “PRC™) 3,437,359 2,486,009
Asia other than the PRC 848,862 614,837
Eurcpe 302,227 216,860
America 344,553 191,301
Others 53,058 29,747
4,986,059 3,538,754
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2007 2006
HKS$’000 HKE000
Profit before tax has been arrived
at after charging (crediting):
Staff costs, including those of directors 371,906 252,032
Contribution to retirement benefit
schemes, including those of directors 53,570 43,104
Total staff costs 425,476 295,136
Amortisation of intangible assets (included in cost of sales) 28,204 20,902
Amaortisation of prepaid lease payments 5,384 4,361
Depreciation of property, plant and equipment 392,795 311,391
Total depreciation and amortisation 426,383 336,654
Auditor’s remuneration 1,800 1,600
Interest income (3,489 (4,284)
Loss (gain) on disposal/write-off of
property, plant and equipment 48,549 3
Net foreign exchange losses 10,574 2,726
Research and development expenses 17,275 8,148
Release of liability from a minority shareholder — (1,595)
Income tax charge (credit)
2007 2000
HKS$'000 HK$'000
The tax charge (credit) comprises:
PRC Enterprise Income Tax
— Current year 60,169 4,285
— Under{over)provision in prior years 148 (1,337)
— Tax credits/refunds (14,748) (16,711)
45,569 (13,763)

No Hong Kong Profits Tax is payable by the Company nor its subsidiaries incorporated in Hong Kong
since they cither had no assessable profits or incurred tax losses for both years. Taxation arising in other
jurisdictions is calculated at the rate prevailing in the relevant jurisdiction.




rursuant to (he réievani faws ang regulabions 1n the R, CCriain subsidiaries or the Lompany are entiicd
to exemption and relief from PRC Enterprise Income Tax starting from their first profit-making years. In
addition, pursuant to approvals granted by the relevant tax authority, certain subsidiaries of the Company
were granted tax credits/refunds, which were mainly derived from the following activities:

a) A subsidiary of the Company was entitled to tax refunds on the basis that the subsidiary has, instead
of making distributions to its foreign shareholders, re-invested certain distributable reserves as capital
contributions to two PRC subsidiaries set up in previous years.

b}  Tax credits resulted from the purchase of plant and equipment manufactured in the PRC by certain
subsidiaries of the Company. The tax credits are calculated with reference to 40% of the cost of the
qualifying plant and equipment approved by the relevant tax authority. Such credits can be used
to offset against current and future tax charges of the subsidiaries, subject to ccrtain conditions as
specified in each approval document from the relevant tax authority.

The income tax for both ycars represents income tax provision which has taken into account of the above-
mentioned tax incentives.

At the balance sheet date, the Group had unused tax losses of HK$141,440,000 (2006: HK$141,262,000)
available for offset against future profits. No deferred tax asset has been recognised in respect of such
losses due to the unpredictability of future profit streams. Most of the unrecognised tax losses will expire
in various dates up to 2012.

There was no other significant unprovided deferred tax for the year or at the balance sheet date.
Proposed dividend

The Board of Directors recommends the payment of a final dividend of HKS cents per share for the year
ended December 31, 2007 (2006: Nil), representing a distribution of approximately HK$76,906,000. Subject
to shareholders’ approval of the final dividend at the annual gencral mecting on May 23, 2008, payment
of the final dividend will be made on June 10, 2008 to sharcholders whose names appear on the register of
members of the Company on May 23, 2008,

The register of members of the Company will be closed from May 19, 2008 to May 23, 2008, both dates
inclusive, during which period no transfer of shares will be effected. In order to qualify for the entitlement
of the final dividend, all transfer forms accompanied by the relevant share certificates must be lodged with
the Company’s share registrar, Tricor Secretaries Limited, at 26th Floor, Tesbury Centre, 28 Queen’s Road
East, Hong Kong, for registration not later than 4:30 p.m. on Friday, May 16, 2008.

Earnings per share

The calculation of the basic earnings per share attributable to the equity holders of the Company
for the year ended December 31, 2007 is based on the profit for the year of HK$477,388,000 (2006:
HK$15,664,000) and the 1,538,124, 66! shares (2006: 1,538,124,661) in issue during the year.

No diluted earnings per share is presented for the years ended December 31, 2006 and 2007 as there were
no potential ordinary shares in issuc during both ycars.
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2007 2006

HK$’0600 HKS§ 000

Trade receivables 674,922 504,297
Less: allowance for doubtful debts (7,009) (7,009
667,913 497,288

Bills receivables 281,586 98,501
949,499 595,789

Other receivables 100,915 77,200
1,050,414 672,989

The Group allows a general credit period of 90 days to its trade customers. The following is an aged
analysis of trade receivables (net of allowance for doubtful debts) and bills receivables at the balance sheet

date:

2007 2006
HKS'000 HKE'000
0 to 90 days 917,351 559,880
9] to 180 days 30,534 35,731
181 to 365 days 1,614 178
949,499 595,789

Trade and other payables/Bills payables
2007 2006
HKS'060 HKE'000
Trade payables 479,686 406,100
Bills payables 169,537 223,118
649,223 629,218
Other payables 648,100 348,047
1,297,323 977,265
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2007 2006

HKS$'000 HK$'000

0 to 90 days 595,033 555,975
91 to 180 days 29,572 54,433
181 to 365 days 11,194 9,917
More than 365 days 13,424 8.893
649,223 629,218

BUSINESS REVIEW AND OUTLOOK
Vitamin C series

Total sales volume of the major products of this series increased by 13% to 28,288 tonnes for the
current year. With the market supply and demand moving towards a more balanced state, product prices
rebounded significantly during the year. The average price of vitamin C for the year was US$4.60 per
kg, an increase of 64.3% over US$2.80 of the previous year. The gross profit margin of the entire series
increased from 13.5% in the previous year to 38.0% in the current year.

The current market demand for vitamin C remains strong and product prices continue to stay at a
satisfactory level. It is expected that the performance of this business will be able to improve further in
2008.

Penicillin series

Total sales volume of the major products of this series decreased by 5% to 8,102 tonnes for the current
year. During the year, market supply has been affected by the more stringent environmental regulations,
resulting in a sharp increase of the product prices. The respective average prices of peniciliin industrial
salt, amoxicillin and 6-APA for the year were US$17.86, US$35.11 and US$38.51 per kg, substantially
higher than the respective average prices of US$10.01, US$22.20 and US$20.92 of the previous year. The
gross profit margin of the entire series increased from 15.7% in the previous year to 37.5% in the current
year.

Market supply has gradually returned to normal with the improvement in the area of environmental
protection. Coupled with the addition of new production capacity in the market, product prices began
to decline swiftly in the fourth quarter, Currently, the inventory pressure of the manufacturers has
been lessened and product prices have begun to recover from the low level at the beginning of the
year. However, the performance of this business in 2008 is not expected to be able to achieve the same
profitability level of 2007,




wepnalosporin series

Total sales volume of thec major products of this scrics decreased by 4% to 1,061 tonnes for the current
year. After the significant drop in previous year, product prices steadily recovered during the year. The
average price of 7-ACA for the year was US$91.31 per kg, an increase of 21.3% over US$75.25 of the
previous year, Gross profit margin of the entire series increased from 13.5% in the previous year to
16.2% in the current year.

Product prices have declined recently. It is expected that the performance of this business will be
relatively stable in 2008,

Finished drugs

Even though market competition was still fierce in the current year, revenue of this business managed to
grow by 16.6%. Gross profit margin increased from 22.1% in the previous year to 25.0% in the current
year. Sales revenue of the vitamin C supplement products reached HK$64,000,000 for the year, a growth
of 74% as compared with the previous year’s figure. However, with the substantial increase of selling
and distribution ¢xpenscs, this busincss only cnded up recording an opcrating profit of HK$6,409,000
for the year, a decline of 79% as compared with the previous year’s figure.

Market competition is expected to remain fierce. The Group will try to enhance the performance in 2008
by the introduction of new products and strengthening of sales efforts.

Patent drug

The patent drug, butylphthalide, maintained a steady growth in sales during the year. Apart from
strengthening the domestic sales efforts, the Group will continue its cfforts to tap into the overseas
market.

FINANCIAL REVIEW
Liquidity and financial position

In 2007, the Group’s operating activities generated a net cash inflow of HK$899,494,000. Capital
cxpenditure in relation to the additions of fixed asscts amounted to HK$491,740,000. As at December 31,
2007, the Group'’s current ratio was 1.0, same as the level of the previous year. Debtor turnover period
(ratio of the total of trade reccivables and bills reccivables balance to sales, inclusive of value added tax
for sales in the PRC) was 62 days in the current year, as compared with 55 days a year earlier. Owing
to the slowdown in sales of penicillin products in the second half of the year, inventory turnover period
(ratio of inventories balance to cost of goods sold) increased from 85 days in the previous year to 98
days in the current year.




A§ at veeemaocr 21, ZUU/, The Lroup had tolal borrowings or MK 1,/01,630,0U0 (Ccomprising bank loans
of HK$1,692,426,000 and loans from an intermediate holding company of HK$9,404,000). The maturity
profile sprcads over a period of four years with HK$985,447,000 rcpayable within onc ycar and the
remaining HK$716,383,000 repayable between two to four years. Net gearing ratio as at December 31,
2007 was 38% (which was calculated on the basis of the Group’s total borrowings net of bank balances
and cash of HK$436,843,000 over sharcholders’ equity at the balance sheet date), as compared with 46%
a year earlier.

38% of the Group’s borrowings are denominated in Hong Kong dollars and the remaining 62% in
Renminbi. The Group’s revenues are denominated mainly cither in Renminbi or in US dollars. Foreign
exchange forward contracts are employed by the Group to minimise the currency exposure.

Pledge of assets

As at December 31, 2007, bank deposits of HK$751,000 (2006: HK$4,104,000) were pledged to banks to
secure banking facilities granted to the Group.

Contingent liabilities

As disclosed in the Company’s press announcement dated February 22, 2005, the Company and one of
its subsidiaries are named as, among others, defendants in a number of antitrust complaints filed in the
United States. Up to the date of this announcement, four antirust complaints have been served on the
company and three antitrust complaints have been served on the subsidiary.

The directors and management of the Company intend to contest the claims set out in the antitrust
complaints vigorously. The Group has appointed legal advisors to advise them in the legal proceedings
and the outcome of the antitrust complaints cannot be reliably cstimated with reasonable certainty at this
stage.

Further information on the antitrust complaints is set out in note 40 to the accounts in the 2007 Annual
Report.

Employees
As at December 31, 2007, the Group had about 9,370 employees, the majority of them were employed

in the PRC. The Group will continue to offer competitive remuneration packages, discretionary share
options and bonuscs to staff based on the performance of the Group and the individual cmployee.

— 10 —
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The Company has complied with the code provisions in the Code on Corporate Governance Practices (the
“Code”) contained in Appendix 14 of the Listing Rules throughout the year ended December 31, 2007
with certain deviation as set out below.

Code provision A.2.1 stipulates that the roles of the chairman and managing director should be separate
and should not be performed by the same individual. Mr. Cai Dongchen, the Company’s Chairman, has
also assumed the role as the managing director of the Company. The Company believes that vesting
both roles in Mr. Cai will allow for more effective planning and cxccution of business strategics. As all
major decisions are made in consultation with members of the Board, the Company believes that there is
adequate balance of power and authority in place.

REVIEW OF ANNUAL RESULTS

The Audit Committee has reviewed the Group’s annual results for the year ended December 31, 2007 in
conjunction with the external auditors.

PURCHASE, SALE OR REDEMPTION OF THE COMPANY’S LISTED SECURITIES

During the year, neither the Company nor any of its subsidiaries purchased, sold or redeemed any of the
Company’s listed securities.

By order of the Board
Cai Dongchen
Chairman

Hong Kong, April t7, 2008

As at the date of this announcement, the Board of Directors of the Company comprises eight executive
directors, namely Mr. Cai Dongchen, Mr. Yue Jin, Mr. Feng Zhenying, Mr. Ji Jianming, Mr. Chak Kin
Man, Mr. Pan Weidong, Mr. Li Zhibiao and Mr. Zhang Zheng: one non-executive director, namely Mr.
Lee Ka Sze, Carmelo and four independent non-executive directors, namely Mr. Huo Zhenxing, Mr. Qi
Moujia, Mr. Guo Shichang and Mr. Chan Siu Keung, Leonard.
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FINAL DIVIDEND FOR THE YEAR ENDED DECEMBER 31, 2007
CLOSURE OF REGISTER OF MEMBERS

The board of directors (“the Board”) of China Pharmaceutical Group Limited (“the Company™) has
resolved on April 17, 2008 to recommend a final dividend of HK3 cents per share for the year ended
December 31, 2007. Subject to the approval of shareholders at the forthcoming annual general meeting of
the Company, the final dividend will be paid on June 10, 2008 to shareholders whose names appear on
the register of members of the Company on May 23, 2008.

The register of members of the Company will be closed from Monday, May 19, 2008 to Friday, May
23, 2008, both days inclusive, during which period no transfer of shares will be registered. In order to
qualify for the proposed final dividend, all completed transfer forms accompanied by the relevant share
certificates must be lodged with the Company’s share registrar, Tricor Secretaries Limited, at 26th Floor,
Tesbury Centre, 28 Queen’s Road East, Hong Kong not later than 4:30 p.m. on Friday, May 16, 2008.

This announcement is also available for viewing on the designated websitc of Hong Kong
Exchanges and Clearing Limited at www.hkexnews.hk and on the website of the Company at
www.irasia.com/listco/hk/cpg/index.htm.

By Order of the Board
China Pharmaceutical Group Limited
CAI Dongchen
Chairman

Hong Kong, April 28, 2008

As at the date of this announcement, the Board of Directors of the Company comprises eight executive
directors, namely Mr. Cai Dongchen, Mr. Yue Jin, Mr. Feng Zhenying, Mr. Ji Jianming, Mr. Chak Kin
Man, Mr. Pan Weidong, Mr. Li Zhibiao and Mr. Zhang Zheng: one non-executive director, namely Mr.
Lee Ka Sze, Carmelo and four independent non-executive directors, namely Mr. Huo Zhenxing, Mr. Qi
Moujia, Mr. Guo Shichang and Mr. Chan Siu Keung, Leonard.

Please also refer to the published version of this announcement in The Standard.




THIS DOCUMENT IS IMPORTANT AND REQUIRES YOUR IMMEDIATE ATTENTION

If you are in any doubt as to any aspect of this document or as to the action you should take,
you should consult your stockbroker or other registered dealer in securities, bank manager,
solicitor, professional accountant or other professional adviser.

If you have sold all your shares in CHINA PHARMACEUTICAL GROUP LIMITED, you
should at once hand this document with the accompanying proxy form to the purchaser or to
the bank, stockbroker or other agent through whom the sale was effected for transmission to
the purchaser.

The Stock Exchange of Hong Kong Limited takes no responsibility for the contents of this
circular, makes no representation as to its accuracy or completeness and expressly disclaims
any liability whatsoever for any loss howsoever arising from or in reliance upon the whole or
any part of the contents of this circular,
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PROPOSALS FOR
GENERAL MANDATES TO REPURCHASE SHARES
AND TO ISSUE SHARES,
RE-ELECTION OF THE RETIRING DIRECTORS AND
NOTICE OF ANNUAL GENERAL MEETING

A notice convening an annual general meeting of China Pharmaceutical Group Limited to
be held at Room 3206, 32nd Floor, Central Plaza, 18 Harbour Road, Wanchai, Hong Kong on
Friday, May 23, 2008 at 10:00 a.m. is set out on pages 13 to 16 of this document. Whether
or not you propose to attend the meeting, you are requested to complete the accompanying
proxy form in accordance with the instructions printed thereon and return the same to the
Company’s share registrar, Tricor Secretaries Limited, at 26th Floor, Tesbury Centre, 28
Queen’s Road East, Hong Kong as soon as possible and in any event not less than 48 hours
before the time appointed for holding of the meeting or any adjournment thereof. Completion
and return of the proxy form will not preclude you from attending and voting in person at the
meeting should you so desire.

Hong Kong, April 29, 2008




DEFINITIONS

In this document, the following expressions have the following meanings unless the context

requires otherwise:

“Annual General Meeting”

“Companies Ordinance”

“Company”

“Latest Practicable Date”

“Listing Rules”

“Repurchase Proposal”

“Repurchase Resolution™

“Share(s)”

“Share Repurchase Rules”

the annual general meeting of the Company to be held
at Room 3206, 32nd Floor, Central Plaza, 18 Harbour
Road, Wanchai, Hong Kong on Friday, May 23, 2008 at
10:00 a.m., notice of which is set out on pages 13 to 16
of this document

the Companies Ordinance (Chapter 32) of the Laws of
Hong Kong

China Pharmaceutical Group Limited, a company
incorporated in Hong Kong with limited liability under
the Companies Ordinance

April 25, 2008, being the latest practicable date prior to
the printing of this document

the Rules Governing the Listing of Securities on The
Stock Exchange of Hong Kong Limited

the proposal to give a general mandate to the Directors
to exercise the powers of the Company to repurchase
during the period as set out in the Repurchase
Resolution Shares up to a maximum of 10% of the
issued share capital of the Company as at the date of the
Repurchase Resolution

the proposed ordinary resolution as referred to in
resolution no. 5 of the notice of the Annual General
Meeting

share(s) of HK$0.10 each in the share capital of the
Company

the relevant rules set out in the Listing Rules to regulate
the repurchase by companies with primary listing on
the Stock Exchange of their own securities on the Stock
Exchange




DEFINITIONS

“Stock Exchange” The Stock Exchange of Hong Kong Limited
“Takeovers Code” the Hong Kong Code on Takeovers and Mergers
“HKS$” Hong Kong dollars, the lawfully currency of Hong Kong



LETTER FROM THE CHAIRMAN

L

Executive Directors:

CAl Dongchen (Chairman)
YUE Jin

FENG Zhenying

hERBEEEFR T
China Pharmaceutical
Group Limited

{Incorporated in Hong Kong under the Companies Ordinance)

(Stock Code: 1093)

Registered Office:
Room 38035, 38th Floor,
Central Plaza,

18 Harbour Road,

JI Jianming Wanchai,
CHAK Kin Man Hong Kong.
PAN Weidong

L1 Zhibiao

ZHANG Zheng

Non-executive Director:
LEE Ka Sze, Carmelo

Independent Non-executive Directors:
HUO Zhenxing

QI Moujia

GUO Shichang

CHAN Siu Keung, Leonard

Hong Kong, April 29, 2008
To the shareholders,

Dear Sir or Madam,

PROPOSALS FOR
GENERAL MANDATES TO REPURCHASE SHARES
AND TO ISSUE SHARES,
RE-ELECTION OF THE RETIRING DIRECTORS AND
NOTICE OF ANNUAL GENERAL MEETING

GENERAL MANDATE TO REPURCHASE SHARES
At the annual general meeting of the Company held on May 30, 2007, a general mandate was
given by the Company to the Directors to exercise the powers of the Company to repurchase

Shares. Such mandate will lapse at the conclusion of the forthcoming Annual General
Meeting of the Company. The Directors propose to seek your approval of the Repurchase

—3—




LETTER FROM THE CHAIRMAN

Resolution to be proposed at the Annual General Meeting. An explanatory statement as
required under the Share Repurchase Rules to provide the requisite information of the
Repurchase Proposal is set out in the Appendix I hereto.

GENERAL MANDATE TO ISSUE SHARES

It will also be proposed at the Annual General Meeting two ordinary resolutions respectively
granting to the Directors a general mandate to allot, issue and deat with Shares not exceeding
20% of the issued share capital of the Company as at the date of passing the resolution
(i.e. not exceeding 307,624,932 Shares based on the issued share capital of the Company of
1,538,124.661 Shares as at the Latest Practicable date and assuming that such issued share
capital remains the same as at the date of passing the resolution) and adding to such general
mandate so granted to the Directors any Shares representing the aggregate nominal amount
of the Shares repurchased by the Company after the granting of the general mandate to
repurchase up to 10% of the issued share capital of the Company as at the date of passing the
Repurchase Resolution.

RE-ELECTION OF RETIRING DIRECTORS

As at the Latest Practicable Date, the executive Directors of the Company are Mr. CAl
Dongchen, Mr. YUE Jin, Mr. FENG Zhenying, Mr. J1 Jianming, Mr. CHAK Kin Man, Mr.
PAN Weidong, Mr. LI Zhibiao and Mr. ZHANG Zheng; the non-executive Director of the
Company is Mr. LEE Ka Sze, Carmelo and the independent non-executive Directors of the
Company are Mr. HUO Zhenxing, Mr. QI Moujia, Mr. GUO Shichang and Mr. CHAN Siu
Keung, Leonard.

Pursuant to article 101 of the articles of association of the Company, Mr. YUE Jin, Mr. FENG
Zhenying, Mr. CHAK Kin Man, Mr. HUO Zhenxing and Mr. GUO Shichang shall retire
from office at the Annual General Meeting and shall be eligible for re-election. Details of the
Directors proposed to be re-elected at the Annual General Meeting are set out in Appendix 1l
to this circular.

ANNUAL GENERAL MEETING
Set out on pages 13 to 16 of this circular is the notice convening the Annual General Meeting.

At the Annual General Meeting, resolutions will be proposed to the sharcholders in respect
of ordinary business to be considered at the Annual General Meeting, including re-election
of Directors, and special business to be considered at the Annual General Meeting, being the
Ordinary Resolutions proposed to approve the Repurchase Proposal, the general mandate for
Directors to issue new Shares and the extension of the general mandate to issue new Shares.



LETTER FROM THE CHAIRMAN

RIGHT TO DEMAND A POLL

Pursuant to article 73 of the articles of association of the Company, at any general meeting
a resolution put to the vote of the meeting shall be decided on a show of hands unless a poll
is taken as may from time to time be required under the Listing Rules or under any other
applicable laws rules or regulations or unless a poll is (before or on the declaration of the
result of the show of hands) demanded by:

{a)  the chairman of the meeting; or

(b) at least three shareholders present in person or by proxy for the time being entitled to
vote at the meeting; or

(c) any shareholder or shareholders present in person or by proxy and representing not less
than one-tenth of the total voting rights of all the shareholders having the right to vote
at the meeting; or

(d) any shareholder or shareholders present in person or by proxy holding Shares
conferring a right to vote at the meeting being Shares on which an aggregate sum has
been paid up equal to not less than one-tenth of the total sum paid up on all the Shares
conferring that right.

ACTION TO BE TAKEN

A proxy form for use at the Annual General Meeting is enclosed herein. Whether or not you
intend to attend the Annual General Meeting, yvou are requested to complete the proxy form
and return it to the Company’s share registrar, Tricor Secretaries Limited, at 26th Floor,
Tesbury Centre, 28 Queen’s Road East, Hong Kong not less than 48 hours before the time
appointed for holding the Annual General Meeting. Completion and return of the proxy form
will not preclude you from attending and voting in person at the Annual General Meeting
should you so desire.

RECOMMENDATION

The Directors believe that all the above-mentioned resolutions to be proposed at the Annual
General Meeting are in the best interests of the Company and its shareholders. Accordingly,
the Directors recommend that all shareholders should vote in favour of the resolutions set out
in the notice of Annual General Meeting.

By Order of the Board
CAI Dongchen
Chairman




APPENDIX 1 EXPLANATORY STATEMENT

This appendix serves as an explanatory statement, as required by the Share Repurchase
Rules, to provide requisite information to you for your consideration of the proposal to
permit the repurchase of Shares up to a maximum of 10% of the issued share capital of the
Company as at the date of the Repurchase Resolution.

This appendix also constitutes the memorandum required under Section 49BA(3)} of the
Companies Ordinance.

1. SHARE CAPITAL

As at the Latest Practicable Date, the issued share capital of the Company comprised
1,538,124,661 Shares.

Subject to the passing of the Repurchase Resolution and on the basis that no further
Shares are issued or repurchased prior to the Annual General Meeting, the Company
would be allowed under the Repurchase Resolution to repurchase a maximum of
153,812,466 Shares representing not more than 10% of the issued share capital at the
Latest Practicable Date.

2. REASONS FOR REPURCHASE

The Directors believe that the Repurchase Proposal is in the best interests of the
Company and its shareholders. Such repurchase may, depending on market conditions
and funding arrangements at the time, lead to an enhancement of the net assets and/or
earnings per Share of the Company and will only be made when the Directors believe
that such a repurchase will benefit the Company and its shareholders.

3. FUNDING OF REPURCHASES

In repurchasing Shares, the Company may only apply funds legally available for
such purpose in accordance with its memorandum and articles of association and the
Companies Ordinance. The Companies Ordinance provides that the amount of capital
repaid in connection with a share repurchase may only be paid from the distributable
profits of the Company and/or the proceeds of a new issue of Shares, made for the
purpose of the repurchase to such an extent allowable under the Companies Ordinance.

There might be an adverse impact on the working capital or gearing position of the
Company as compared with the position disclosed in the audited accounts contained
in the annual report for the year ended December 31, 2007 in the event that the
Repurchase Proposal were to be carrted out in full at any time during the proposed
repurchase period. However, the Directors do not propose to exercise the Repurchase
Proposal to such extent as would, in the circumstances, have a material adverse effect
on the working capital requirements of the Company or the gearing levels which in the
opinion of the Directors are from time to time appropriate for the Company.
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APPENDIX 1 EXPLANATORY STATEMENT

4.

SHARE PRICES

The highest and lowest prices at which the Shares have traded on the Stock Exchange
during each of the previous twelve months before the Latest Practicable Date and for
the month of April 2008 up to the Latest Practicable Date were as follows:

Shares
Highest Lowest
HK3 HKS
2007
April 1.87 1.32
May 3.20 1.56
June 3.30 2.40
July 3.8 2.20
August 3.48 2.09
September 4.90 3.41
October 4.95 3.65
November 4.00 2.73
December 3.44 2.31
2008
January 3.09 1.80
February 2.40 1.92
March 2.72 1.87
April (Up to Latest Practicable Date) 2.7 2.30
UNDERTAKING

The Directors have undertaken to the Stock Exchange that, so far as the same may
be applicable, they will exercise the powers of the Company to make repurchases
pursuant to the Repurchase Resolution and in accordance with the Listing Rules and
the applicable laws of Hong Kong.

Nene of the Directors nor, to the best of their knowledge having made all reasonable
enquiries, their associates have any present intention to sell any Shares to the
Company or its subsidiaries under the Repurchase Proposal if such is approved by the
shareholders of the Company.




APPENDIX 1 EXPLANATORY STATEMENT

No connected persons (as defined in the Listing Rules) have notified the Company that
they have a present intention to sell Shares to the Company or its subsidiaries, or have
undertaken not to do so, in the event that the Repurchase Proposal is approved by the
shareholders of the Company.

6. TAKEOVERS CODE

If on the exercise of the power to repurchase Shares pursuant to the Repurchase
Proposal, a shareholder’s proportionate interest in the voting rights of the Company
increases, such increase will be treated as an acquisition for the purposes of Rule 32
of the Takeovers Code. As a result, a shareholder or group of shareholders acting in
concert could obtain or consclidate control of the Company and become obliged to
make a mandatory offer in accordance with Rules 26 and 32 of the Takeovers Code.

As at the Latest Practicable Date, China Charmaine Pharmaceutical Company Limited
was beneficially interested in 783,316,161 Shares representing approximately 50.93% of
the issued share capital of the Company. Based on such shareholdings and in the event
that the Directors exercised in full the power to repurchase Shares pursuant to the
Repurchase Mandate, the sharcholdings of China Charmaine Pharmaceutical Company
Limited in the Company would be increased to approximately 56.59% of the issued
share capital of the Company.

The Directors are not aware of any consequences which may arise under the Takeovers
Code as a result of any repurchases made under the Repurchase Proposal. The
Company may not repurchase Shares which would result in the amount of Shares held
by the public being reduced to less than 25%.

7. SHARES REPURCHASE MADE BY THE COMPANY

The Company had not repurchased any Shares (whether on the Stock Exchange or
otherwise) in the six months preceding the Latest Practicable Date.



APPENDIX Il  DETAILS OF RETIRING DIRECTORS PROPOSED FOR RE-ELECTION

Mr. YUE Jin

Mr. YUE, aged 44, was appointed as an executive director of the Company in 2001. He is
also a director of a number of subsidiaries of the group. Mr. YUE graduated from Hebei
University in the PRC and has over twenty years of technical and management experience in
the pharmaceutical industry.

There is no service contract entered into between the Company and Mr. YUE. He is not
appointed for a specific term and is subject to retirement by rotation and re-election at the
annual general meetings of the Company in accordance with the Articles of Association
of the Company. His director’s fee is to be determined by the board of directors and to be
authorized by the shareholders of the Company at the annual general meeting with reference
to the prevailing market practice, the Company’s remuneration policy, his duties and
responsibilities with the group and his contribution to the group. Mr. YUE received director’s
fee of HK$60,000 for the year ended December 31, 2007.

Save as disclosed above, Mr. YUE has not held any directorship in any public listed
companies in the last three years or any other positions with the group and does not have any
relationship with any directors, senior management or substantial or controlling shareholders
of the Company.

As at the Latest Practicable Date, Mr. YUE does not have any interest in the shares of the
Company within the meaning of Part XV of the Securities and Futures Ordinance.

Save as disclosed above, Mir. YUE has confirmed that there are no other matters that need to
be brought to the attention of the shareholders in connection with his re-clection and there
are no information that should be disclosed pursuant to rules 13.51(2)(h) to (v) of the Listing
Rules.

Mr. FENG Zhenying

Mr. FENG, aged 52, was appointed as an executive director of the Company in 2003. He is
also a director of a number of subsidiaries of the group. Mr. FENG graduated from Hebei
Chemical College in the PRC and has over twenty years of technical and management
experience in the pharmaceutical industry.

There is no service contract entered into between the Company and Mr. FENG. He is not
appointed for a specific term and is subject to retirement by rotation and re-election at the
annual general meetings of the Company in accordance with the Articles of Association
of the Company. His director’s fee is to be determined by the board of directors and to
be authorized by the shareholders of the Company at the annual general meeting with
reference to the prevailing market practice, the Company’s remuneration policy, his duties
and responsibilities with the group and his contribution to the group. Mr. FENG received
director’s fee of HK$60,000 for the year ended December 31, 2007.
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APPENDIX I DETAILS OF RETIRING DIRECTORS PROPOSED FOR RE-ELECTION

Save as disclosed above, Mr. FENG has not held any directorship in any public listed
companics in the last three years or any other positions with the group and does not have any
relationship with any directors, senior management or substantial or controlling shareholders
of the Company.

As at the Latest Practicable Date, Mr. FENG does not have any interest in the shares of the
Company within the meaning of Part XV of the Securities and Futures Ordinance.

Save as disclosed above, Mr. FENG has confirmed that there are no other matters that need
to be brought to the attention of the shareholders in connection with his re-clection and there
are no information that should be disclosed pursuant to rules 13.51(2)(h) to (v) of the Listing
Rules.

Mr. CHAK Kin Man

Mr. CHAK, aged 42, joined the Company in 1999 as financial controller and appointed as an
executive director of the Company in 2005. He is also a director of a number of subsidiaries
of the group. Mr. CHAK is a certified public accountant of the Hong Kong Institute of
Certified Public Accountants and a fellow member of the Association of Chartered Certified
Accountants. He has a Bachelor of Social Sciences degree from the University of Hong Kong
and has more than 18 years of experience in auditing and financial management,

There is no service contract entered into between the Company and Mr. CHAK. He is not
appointed for a specific term and is subject to retirement by rotation and re-election at the
annual general meetings of the Company in accordance with the Articles of Association
of the Company. His director’s fee is to be determined by the board of directors and to
be authorized by the shareholders of the Company at the annual general meeting with
reference to the prevailing market practice, the Company’s remuneration policy, his duties
and responsibilities with the group and his contribution to the group. Mr. CHAK received
director’s fee of HK$60,000 for the year ended December 31, 2007.

Save as disclosed above, Mr. CHAK has not heid any directorship in any public listed
companies in the last three years or any other positions with the group and does not have any
relationship with any directors, senior management or substantial or controlling shareholders
of the Company.

As at the Latest Practicable Date, apart from having a personal interest of 4,000 shares in the
Company, Mr. CHAK does not have any other interests in shares within the meaning of Part
XV of the SFO.

Save as disclosed above, Mr. CHAK has confirmed that there are no other matters that need
to be brought to the attention of the shareholders in connection with his re-election and there
are no information that should be disclosed pursuant to rules 13.51(2}(h) to (v) of the Listing
Rules.

— 10—
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Mr. HUO Zhenxing

Mr. HUQ, aged 72, was appointed as an independent non-executive director of the Company
in 1994. He is also a member of the Audit Committee and Remuneration Committee of the
Company. He was the former head of Industrial and Commercial Bank of China, Hebei
Province branch and Shijiazhuang sub-branch.

Mr. HUQO has entered into a service contract as independent non-executive director with
the Company for a period of two years from January [, 2007. He is subject to retirement by
rotation and re-election at the annual general meetings of the Company in accordance with
the Articles of Association of the Company. His director’s fee is to be determined by the
board of directors and to be authorized by the sharcholders of the Company at the annual
general meeting with reference to the prevailing market practice, the Company’s remuneration
policy, his duties and responsibilities with the group and his contribution to the group. Mr.
HUOQ received director’s fee of HK$66,000 for the year ended December 31, 2007,

Save as disclosed above, Mr. HUO has not held any directorship in any public listed
companies in the last three years or any other positions with the group and does not have any
relationship with any directors, senior management or substantial or controlling shareholders
of the Company.

As at the Latest Practicable Date, Mr. HUQ does not have any interest in the shares of the
Company within the meaning of Part XV of the Securities and Futures Ordinance.

Save as disclosed above, Mr. HUO has confirmed that there are no other matters that need to
be brought to the attention of the sharcholders in connection with his re-election and there
are no information that should be disclosed pursuant to rules 13.51(2)(h) to (v} of the Listing
Rules.

Myr. GUO Shichang

Mr. GUO, aged 66, was appointed as an independent non-executive director of the Company
in 2004. He was the Vice Governor of Hebei Provincial People’s Government in the PRC
from 1993 to 2002.

Mr. GUO has entered into a service contract as independent non-executive director with
the Company for a period of two years from January |, 2007. He is subject to retirement by
rotation and re-election at the annual general meetings of the Company in accordance with
the Articles of Association of the Company. His director’s fee is to be determined by the
board of directors and to be authorized by the shareholders of the Company at the annual
general meeting with reference to the prevailing market practice, the Company’s remuneration
policy, his duties and responsibilities with the group and his contribution to the group. Mr.
GUO received director’s fee of HK$66,000 for the year ended December 31, 2007,
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Save as disclosed above, Mr. GUO has not held any directorship in any public listed
companies in the last three years or any other positions with the group and does not have any
relationship with any directors, senior management or substantial or controlling shareholders
of the Company,

As at the Latest Practicable Date, Mr. GUQ does not have any interest in the shares of the
Company within the meaning of Part XV of the Securities and Futures Ordinance,

Save as disclosed above, Mr. GUO has confirmed that there are no other matters that need to
be brought to the attention of the shareholders in connection with his re-election and there
are no information that should be disclosed pursuant to rules 13.51(2)(h) to (v} of the Listing
Rules.



NOTICE OF ANNUAL GENERAL MEETING

\.’ PEEEEEFRE LD
China Pharmaceutical
Group Limited

{Incorporated in Hong Kong under the Companies Ordinance)

(Stock Code: 1093)

NOTICE 1S HEREBY GIVEN that an Annual General Meeting of the Company will be held
at Room 3206, 32nd Floor, Central Plaza, 18 Harbour Road, Wanchai, Hong Kong on Friday,
May 23, 2008 at 10:00 a.m. for the following purposes:

1. To receive and consider the audited financial statements, the report of the directors and

the independent auditor’s report for the year ended December 31, 2007,

2. To declare a final dividend.

3. To re-elect directors and to authorize the directors to fix the remuneration of directors.
4. To re-appoint auditor and to authorise the directors to fix the remuneration of auditor.
5. As special business, to consider and, if thought fit, pass the following resolution as an

ordinary resolution:

“THAT:

(®)

(b)

subject to paragraph (b) below, the exercise by the Directors of the Company
during the Relevant Period (as hereinafter defined) of all the powers of the
Company to repurchase shares of HK$0.10 each in the capital of the Company
on The Stock Exchange of Hong Kong Limited (“Stock Exchange™) or on any
other stock exchange on which the securities of the Company may be listed and
recognised by the Securities and Futures Commission and the Stock Exchange
for this purpose, subject to and in accordance with all applicable laws and the
requirements of the Rules Governing the Listing of Securities on the Stock
Exchange or of any other stock exchange as amended from time to time, be and
is hereby generally and unconditionally approved;

the aggregate nominal amount of shares of the Company which the Directors of
the Company are authorised to repurchase pursuant to the approval in paragraph
{a) above shall not exceed 10% of the aggregate nominal amount of the issued
share capital of the Company as at the date of this resolution, and the said
approval shall be limited accordingly; and
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©

for the purposes of this resolution, “Relevant Period” means the period from the
passing of this resolution until whichever is the earlier of:

(i)  the conclusion of the next annual general meeting of the Company;

(1)  the expiration of the period within which the next annual general meeting
of the Company is required by law or the articles of association of the
Company to be held; and

(iii) the date on which the autherity set out in this resolution is revoked or
varied by an ordinary resolution of the shareholders of the Company in
general meeting.”

As special business, to consider and, if thought fit, pass the following resolution as an

ordinary resolution of the Company:

“THAT:

(a)

(b)

(©)

subject to paragraph (c) below and pursuant to Section 57B of the Companies
Ordinance, the exercise by the Directors of the Company during the Relevant
Period (as hereinafter defined) of all the powers of the Company to allot, issue
and deal with additional shares of HK$0.10 each in the capital of the Company
and to make or grant offers, agreements and options (including bonds, warrants
and debentures convertible into shares of the Company} which would or might
require the exercise of such power be and is hereby generally and unconditionally
approved;

the approval in paragraph (a) above shall authorise the Directors of the Company
during the Relevant Period (as hereinafter defined) to make or grant offers,
agreements and options (including bonds, warrants and debentures convertible
into shares of the Company) which would or might require the exercise of such
power after the end of the Relevant Period;

the aggregate nominal amount of share capital allotted or agreed conditionally or
unconditionally to be allotted (whether pursuant to an optiocn or otherwise} and
issued by the Directors of the Company pursuant to the approval in paragraph
(a) above, otherwise than pursuant to (i) a Rights Issue (as hereinafter defined);
(i1) an issue of shares upon the exercise of rights of subscription or conversion
under the terms of any warrants of the Company or any securities which are
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(d)

convertible into shares of the Company; (iii) an issue of shares as scrip dividends
pursuant to the articles of association of the Company from time to time; or (iv)
an issue of shares under any option scheme or similar arrangement for the grant
or issue of shares or rights to acquire shares of the Company, shall not exceed
20% of the aggregate nominal amount of the issued share capital of the Company
as at the date of passing this resolution, and the said approval shall be limited
accordingly; and

for the purpose of this resolution,

“Relevant Period” means the period from the passing of this resolution until
whichever is the earlier of:

(i)  the conclusion of the next annual general meeting of the Company;

(ii) the expiration of the period within which the next annual general meeting
of the Company is required by law or the articles of association of the
Company to be held; and

(iii) the date on which the authority set out in this resolution is revoked or
varied by an ordinary resolution of the shareholders of the Company in
general meeting; and

“Rights Issue” means an offer of shares open for a period fixed by the Directors
of the Company to the holders of shares of the Company on the register on a
fixed record date in proportion to their then holdings of such shares as at that
date (subject to such exclusions or other arrangements as the Directors of the
Company may deem necessary or expedient in relation to fractional entitlements
or having regard to any restrictions or obligations under the laws of, or the
requirements of any recognised regulatory body or any stock exchange in, any
territory outside Hong Kong applicable to the Company).”

As special business, to consider and, if thought fit, pass the following resolution as an

ordinary resolution of the Company:

“THAT subject to the passing of the resolution nos. 5 and 6 set out in the notice

convening the meeting, the general mandate granted to the Directors of the Company

to allot, issue and deal with additional shares pursuant to resolution no. 6 set out in

the notice convening this meeting be and is hereby extended by the addition thereto

of an amount representing the aggregate nominal amount of shares in the capital of
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the Company repurchased by the Company under the authority granted pursuant to
resclution no. 5 set out in the notice convening this meeting, provided that such amount
of shares so repurchased shall not exceed 10% of the aggregate nominal amount of the
issued share capital of the Company as at the date of the said resolution.”

By Order of the Board
CAI Dongchen

Chairman

Hong Kong, April 29, 2008

Notes:

A member entitled to attend and vote at the meeting is entitled to appoint one or more proxies to attend
and, on a poll, vote instead of him. A proxy need not be a member of the Company.

To be valid, the form of proxy together with any power of attorney or other authority (if any} under which
it is signed or a notarially certified copy of that power or authority must be deposited at the Company’s
share registrar, Tricor Secretaries Limited, at 26th Floor, Tesbury Centre, 28 Queen’s Road East, Hong
Kong not less than 48 hours before the time appointed for holding the meeting or any adjournment thereof.

The register of members of the Company will be closed from May 19, 2008 to May 23, 2008, both dates
inclusive, during which period no transfer of shares will be effected. In order to qualify for the entitlemens
of the final dividend, all transfer forms accompanied by the relevant share certificates must be lodged
with the Company's share registrar, Tricor Secretaries Limited, at 26th Floor, Tesbury Centre, 28 Queen’s
Road East, Hong Kong, for registration not later than 4;30 p.m. on Friday, May 16, 2008,

With regard to item no. 3 in this notice, the board of directors of the Company proposes that the retiring
directors, namely Mr. YUE lin, Mr. FENG Zhenying, Mr. CHAK Kin Man, Mr. HUO Zhenxing and Mr.
GUO Shichang be re-elected as directors of the Company. Details of such retiring directors are set out in
the Appendix II to the circular to shareholders dated April 29, 2008,

As ar the date of this notice, the Board of Directors of the Company comprises eight executive directors, namely
Mr. Cai Dongchen, Mr. Yue Jin, Mr. Feng Zhenying, Mr. Ji Jianming, Mr. Chak Kin Man,, Mr. Pan Weidong,
Mr. Li Zhibiao and Mr. Zhang Zheng: one non-executive director, namely Mr. Lee Ka Sze, Carmelo and jour

independent non-executive directors, namely Mr. Huo Zhenxing, Mr. Qi Moujia, Mr. Guo Shichang and Mr. Chan

Siu Keung, Leonard.
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NOTICE OF ANNUAL GENERAL MEETING

NOTICE IS HEREBY GIVEN that an Annual General Meeting of the Company will be held at Room
3206, 32nd Floor, Central Plaza, 18 Harbour Road, Wanchai, Hong Kong on Friday, May 23, 2008 at
10:00 a.m. for the following purposes:

I.  To receive and consider the audited financial statements, the report of the directors and the
independent auditor’s report for the year ended December 31, 2007.

2. To declare a final dividend.
3.  To re-elect directors and to authorize the directors to fix the remuneration of directors.
4. To rc-appoint auditor and to authorise the dircctors to fix the remuneration of auditor.

5. As special business, to consider and, if thought fit, pass the following resolution as an ordinary
resolution:

“THAT:

(@) subject to paragraph (b) below, the exercise by the Directors of the Company during the
Relevant Period (as hereinafter defined) of all the powers of the Company to repurchase
shares of HK$0.10 cach in the capital of the Company on The Stock Exchange of Hong Kong
Limited (*Stock Exchange”) or on any other stock exchange on which the securities of the
Company may be listed and recognised by the Securities and Futures Commission and the
Stock Exchange for this purpose, subject to and in accordance with all applicable laws and
the requirements of the Rules Governing the Listing of Securities on the Stock Exchange or
of any other stock exchange as amended from time to time, be and is hereby generally and
unconditionally approved;

(b) the aggregate nominal amount of shares of the Company which the Dircctors of the Company
are authorised to repurchase pursuant to the approval in paragraph (a) above shall not exceed
10% of the aggregate nominal amount of the issued share capital of the Company as at the
date of this resolution, and the said approval shall be limited accordingly; and
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this resolution until whichever is the earlier of:

(i)  the conclusion of the next annual general meeting of the Company:;
(i) the expiration of the period within which the next annual general meeting of the
Company is required by law or the articles of association of the Company to be held;

and

(ii1) the date on which the authority sct out in this resolution is revoked or varied by an
ordinary resolution of the shareholders of the Company in general meeting.”

As special business, to consider and, if thought fit, pass the following resolution as an ordinary
resolution of the Company:

“THAT:

()

(b)

(c)

subject to paragraph (c) beclow and pursuant to Scction 57B of the Companics Ordinance,
the exercise by the Directors of the Company during the Relevant Period (as hereinafter
defined) of all the powers of thc Company to allot, issuc and dcal with additional sharcs of
HK$0.10 each in the capital of the Company and to make or grant offers, agreements and
options (including bonds, warrants and debentures convertible into shares of the Company)
which would or might require the exercise of such power be and is hereby generally and
unconditionally approved;

the approval in paragraph (a) above shall authorise the Directors of the Company during the
Relevant Period (as hereinafter defined) to make or grant offers, agreements and options
(including bonds, warrants and debentures convertible into shares of the Company) which
would or might require the exercisc of such power after the end of the Relevant Period;

the aggregate nominal amount of share capital allotted or agreed conditionally or
unconditionally to be allotted (whether pursuant to an option or otherwise) and issued by the
Directors of the Company pursuant to the approval in paragraph (a) above, otherwise than
pursuant to (i) a Rights Issue (as hereinafter defined); (i1) an issue of shares upon the exercise
of rights of subscription or conversion under the terms of any warrants of the Company or
any securities which are convertible into shares of the Company; (iii) an issue of shares as
scrip dividends pursuant to the articles of association of the Company from time to time; or
{iv) an issue of shares under any option scheme or similar arrangement for the grant or issue
of shares or rights to acquire shares of the Company, shall not exceed 20% of the aggregate
nominal amount of the issued share capital of the Company as at the date of passing this
resolution, and the said approval shall be limited accordingly; and
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“Relevant Period” means the period from the passing of this resolution until whichever is the
earlier of:

(i  the conclusion of the next annual general meeting of the Company;

(ii) the expiration of the period within which the next annual general meeting of the
Company is required by law or the articles of association of the Company to be held;
and

(ii1) the date on which the authority set out in this resolution is revoked or varied by an
ordinary resotution of the shareholders of the Company in general meeting; and

“Rights Issue” means an offer of shares open for a period fixed by the Directors of the
Company to the holders of shares of the Company on the register on a fixed record date in
proportion to their then holdings of such shares as at that date (subject to such exclusions or
other arrangements as the Directors of the Company may decem nccessary or cxpedient in
relation to fractional entitlements or having regard to any restrictions or obligations under the
laws of, or the requirements of any recognised regulatory body or any stock exchange in, any
territory outside Hong Kong applicable to the Company).”

7. As special business, to consider and, if thought fit, pass the following resolution as an ordinary
resolution of the Company:

“THAT subject to the passing of the resolution nos. 5 and 6 set out in the notice convening the
mecting, the general mandate granted to the Directors of the Company to allot, issue and deal with
additional shares pursuant to resolution no. 6 set out in the notice convening this meeting be and is
hereby extended by the addition thereto of an amount representing the aggregate nominal amount
of shares in the capital of the Company repurchased by the Company under the authority granted
pursuant to resolution no. 5 set out in the notice convening this meeting, provided that such amount
of shares so repurchased shall not exceed 10% of the aggregate nominal amount of the issued share
capital of the Company as at the date of the said resolution.”

By Order of the Board
CAIl Dongchen
Chairman

Hong Kong, April 29, 2008
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L. A member entitled to attend and vote at the meeting is entitled to appoint one or more proxies to attend
and, on a poll, vote instead of him. A proxy need not be a member of the Company.

2. To be valid, the form of proxy together with any power of atiorney or other authority (if any) under which it
is signed or a notarially certified copy of that power or authority must be deposited at the Company’s share
registrar, Tricor Sccretaries Limited, at 26th Floor, Tesbury Centre, 28 Queen’s Road East, Hong Kong not
less than 48 hours before the time appointed for holding the meeting or any adjournment thereof.

3. The register of members of the Company will be closed from May 19, 2008 to May 23, 2008, both dates
inclusive, during which period no transfer of shares will be effected. In order to qualify for the entitlement
of the final dividend, all transfer forms accompanicd by the relevant share certificates must be lodged with
the Company’s share registrar, Tricor Secretaries Limited, at 26th Floor, Tesbury Centre, 28 Queen’s Road
East, Hong Kong, for registration not [ater than 4:30 p.m. on Friday, May 16, 2008.

4. With regard to item no. 3 in this notice, the board of directors of the Company proposes that the retiring
directors, namely Mr. YUE Jin, Mr. FENG Zhenying, Mr. CHAK Kin Man, Mr. HUO Zhenxing and Mr.
GUO Shichang be re-elected as directors of the Company. Details of such retiring directors are set out in
the Appendix 1l to the circular to shareholders dated April 29, 2008,

As at the date of this notice, the Board of Directors of the Company comprises eight executive directors, namely
Mr. Cai Dongchen, Mr. Yue Jin, Mr. Feng Zhenying, Mr. Ji Jianming, Mr. Chak Kin Man,, Mr. Pan Weidong,
Mr. Li Zhibiao and Mr. Zhang Zheng; one non-executive director, namely Mr. Lee Ka Sze, Carmelo and four
independent non-executive directors, namely Mr. Huo Zhenxing, Mr. Qi Moujia, Mr. Guo Shichang and Mr.
Chan Siu Keung, Leonard.
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CHANGE OF REGISTERED OFFICE R

The board of directors of China Pharmaceutical Group Limited (the “Company”) announces that the
registered office of the Company has been changed to Suite 3206, 32/F, Central Plaza, 18 Harbour Road,
Wan Chai, Hong Kong with effect from May 13, 2008.

By Order of the Board
China Pharmaceutical Group Limited
CAI Dongchen
Chairman

Hong Kong, May 13, 2008

As at the date of this announcement, the Board of Directors of the Company comprises Mr. Cai
Dongchen, Mr. Yue Jin, Mr. Feng Zhenying, Mr. Ji Jianming, Mr. Chak Kin Man, Mr. Pan Weidong,
Mr. Li Zhibiao and Mr. Zhang Zheng as executive directors; Mr. Lee Ka Sze, Carmelo as non-executive
director and Mr. Huo Zhenxing, Mr. Qi Moujia, Mr. Guo Shichang and Mr. Chan Siu Keung, Leonard
as independent non-executive directors.
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ANNOUNCEMENT PURSUANT TO RULE 13.09 OF THE LISTING RULES

This announcement is made pursuant to Rule 13.09 of the Rules Governing the Listing of Securities
on The Stock Exchange of Hong Kong Limited (the “Listing Rules”).

The board of directors of China Pharmaceutical Group Limited (the “Company™) has been notified
that the Company’s controlling shareholder, China Charmaine Pharmaceutical Company Limited
(“CCPCL"), has transferred its entire 50.93% interest in the Company to its concert party, Massive
Giant Group Limited (“MGL”).

References are made to the composite offer and response document dated 19 July 2007 (the “Offer
Document™) in respect of the mandatory general offer by MGL to acquire the shares of the Company (the
“General Offer”) and the joint announcement dated 9 August 2007 (the “Joint Announcement”) made
by the Company, MGL and Legend Holdings Limited (“Legend Holdings™) in respect of the closing of
the General Offer.

The board of directors of the Company has been notified by CCPCL and MGL that, on 19 May 2008,
CCPCL transferred 783,316,161 shares, representing approximately 50.93% of the issued share capital of
the Company, to MGL (the “Transfer”). Immediately following the Transfer, MGL holds in aggregate
approximately 50.94% of the issued share capital of the Company. For details of the shareholding
structure of the Company immediately before and after the Transfer, please refer to the tables below:

IMMEDIATELY BEFORE THE TRANSFER

Name of its immediate
controlling shareholder

Name of shareholders (% holding) No. of shares held Approximate %

China Charmaine Shijiazhuang 783,316,161 50.93
Pharmaceutical Pharmaceutical Group
Company Limited Company Limited
(100%)

Massive Giant Group Hony Capital Fund 111, 166,232 0.01
Limited L.P. (100%)

Others 754,642,268 49.06

Total 1,538,124,661 100.00




LVIVILEIATLLY A'ILER THRE ITRANSILR

Name of its immediate

re

e controlling shareholder
“  Name of shareholders (% holding) No. of shares held Approximate %
Massive Giant Group Hony Capital Fund 111, 783,482,393 50.94

Limited L.P. (100%)
Others 754,642,268 49.06

Total 1,538,124,661 100.00

As set out in the Offer Document, due to certain concert party arrangements involving Legend Holdings
(of which CCPCL is an indirect wholly-owned subsidiary) and MGL, Legend Holdings is entitled to
exercise an ultimate control over MGL in relation to, among other things, all decisions relating to MGL's
equity stake in the Company.

By Order of the Board
China Pharmaceutical Group Limited
Cai Dongchen
Chairman

Hong Kong, 19 May 2008

As at the date of this announcement, the board of directors of the Company comprises Mr. Cai
Dongchen, Mr. Yue Jin, Mr. Feng Zhenying, Mr. Ji Jianming, Mr. Chak Kin Man, Mr. Pan Weidong,
Mr. Li Zhibiao and Mr. Zhang Zheng as executive directors; Mr. Lee Ka Sze, Carmelo as non-executive
director and Mr. Huo Zhenxing, Mr. Qi Moujia, Mr. Guo Shichang and Mr. Chan Siu Keung, Leonard
as independent non-executive directors .
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ANNOUNCEMENT
IN PURSUANCE OF RULE 13.18

This announcement is made in pursuance of Rulc 13.18 of the Ruies Governing the Listing of
Securities on The Stock Exchange of Hong Kong Limited.

Reference is made to the announcements of China Pharmaceutical Group Limited (the “Company™)
dated 15 December 2004, 19 April 2005 and 28 September 2007 in relation to, inter alia, the following
facilities (collectively the “Facilities”) made available by certain banks (the “Banks”) to the Company:

(a) a facility in the aggregate amount of HK$150,000,000 with a tenor of 4 years from 15 December
2004, of which HK$100,000,000 is still outstanding;

(b) a facility in the aggregate amount of HK$600,000,000 with a tenor of 4 years from 19 April 2005
(the “2005 Facility”), of which HK$216,000,000 is still outstanding; and

(c) a facility in the aggregate amount of HK$300,000,000 with a tenor of 4 years from 28 September
2007, of which HK$300,000,000 is still outstanding,

Each of the Facilities provides that it will be an cvent of default if Shijiazhuang Pharmaceutical Group
Company Limited ceases to own (directly or indirectly) at least 40% of the voting share capital of the
Company and in which event the Facilities will become immediately repayable (the “Default Event™).

As a result of the change in shareholding structure of the controlling shareholder of the Company as
disclosed in the announcement of the Company of today, the Company and the Banks have amended the
terms of the Facilities as follows whereby the default of which will constitute an event of default under
the relevant Facility:

(a) under each of the Facilities, the Default Event has been amended to the effect that it will be an
cvent of default if (i) Hony Capital Fund III, L.P. (“Hony Capital”) ccascs to own (dircctly or
indirectly) at least 35% interest in the Company; and (ii) Legend Holdings Limited (“Legend”)
ceases to own (directly or indirectly) at least 34.48% interest in Hony Capital,

(b under each of the Facilities, with respect to the composition of the board of directors of the
Company (the “Directors”™), not less than six of the eight existing executive Directors shall
continue to remain as executive Directors and not more than three new executive directors may be
appointed to the board of Directors, without the prior written consent of the bank;




\C) o under the dVvy Factlity:
(i)  Lcgend shall remain as the single largest sharcholder of the Company (directly or indirectly);

(i1} Hony Capital shall undertake to vest in Legend the ultimate control in relation to all decisions
exercisable by Massive Giant Group Limited (“Massive Giant”) or Hony Capital to the extent
that they relate to the management of Massive Giant’s equity stake in the Company including
(1) the exercise of voting rights attached to such equity stake; (ii) all matters relating to
Massive Giant’s or Hony Capital’s resultant equity stake in the Company and any disposal
or investment decisions in relation thereof, and (iii) all other matters relating to general
management and affairs of the Company; and

(iii) Legend shall continue to hold the single largest value of fund in Hony Capital.

By Order of the Board
CHINA PHARMACEUTICAL GROUP LIMITED
CAI DONGCHEN
Chuairman

Hong Kong, 19 May 2008

As at the date of this announcement, the board of directors of the Company comprises Mr. Cai
Dongchen, Mr. Yue Jin, Mr. Feng Zhenying, Mr. Ji Jianming, Mr. Chak Kin Man, Mr. Pan Weidong, Mr.
Li Zhibiao and Mr. Zhang Zheng as executive Directors; Mr. Lee Ka Sze, Carmelo as non-executive
Director and Mr. Huo Zhenxing, Mr. Qi Moujia, Mr. Guo Shichang and Mr. Chan Siu Keung, Leonard
as independent non-executive Directors.
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This is to announce that a meeting of the Board of Directors of China Pharmaceutical Group Limited (the
“Company”} will be held on Wednesday, June 18, 2008 to approve, among other matters, the unaudited
results of the Company and its subsidiaries for the three months ended March 31, 2008,

For and on behalf of
China Pharmaceutical Group Limited
Cai Dongchen
Chairman

Hong Kong, June 5, 2008

As at the date of this notification, the Board of Directors of the Company comprises Mr. Cai Dongchen,
Mr. Yue Jin, Mr. Feng Zhenying, Mr. Ji Jianming, Mr. Chak Kin Man, Mr. Pan Weidong, Mr. Li Zhibiao
and Mr. Zhang Zheng as executive directors; Mr. Lee Ka Sze, Carmelo as non-executive director and
Mr. Huo Zhenxing, Mr. Qi Moujia, Mr. Guo Shichang and Mr. Chan Siu Keung, Leonard as independent
non-executive directors.
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ANNOUNCEMENT IN PURSUANCE OF RULE 13.18

In accordance with the requirements under rule 13.18 of the Rules Governing the Listing of Securities
on The Stock Exchange of Hong Kong Limitcd, the Board of Dircctors of China Pharmaceutical Group
Limited (the “Company™) announces certain details of a loan agreement entered into between a bank
(the “Bank™) and the Company on June 13, 2008

By a loan agreement dated June 13, 2008 (the “Loan Agreement”) entered into between the Bank and the
Company, a facility in the aggregate amount of HK$200,000,000 (the “Facility™) is made available by the
Bank to the Company subject to and in accordance with the terms and conditions therein contained. The
Facility is a term loan facility with a tenor of 4 years from June 13, 2008. Under the Loan Agreement,
the default of any of the following undertakings will constitute an event of default: (i) Hony Capital
Fund I, L.P. beneficially owns, directly or indircctly, not less than 35% of the entire issucd share
capital of the Company; (ii} Legend Holdings Limited beneficially owns, directly or indirectly, not less
than 34.48% of the entire ownership interest in Hony Capital Fund III, L.P,; and (i1i) any replacement
or addition (in terms of head count) of executive directors of the Company will not be more than one
third of the existing executive directors. In the event of default, the Facility will become immediately
repayable. The Company intends to use the Facility to refinance its existing indebtedness and for its
capital expenditure.

By Order of the Board
Cai Dongchen
Chairman

Hong Kong, June 13, 2008

As at the date of this announcement, the Board of Directors of the Company comprises Mr. Cai
Dongchen, Mr. Yue Jin, Mr. Feng Zhenying, Mr. Ji Jianming, Mr. Chak Kin Man, Mr. Pan Weidong,
Mr. Li Zhibiao and Mr. Zhang Zheng as executive directors; Mr. Lee Ka Sze, Carmelo as non-executive
director and Mr. Huo Zhenxing, Mr. Qi Moujia, Mr. Guo Shichang and Mr. Chan Siu Keung, Leonard
as independent non-executive directors.
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UNAUDITED RESULTS
FOR THE THREE MONTHS ENDED MARCH 31, 2008

The Board of Directors of China Pharmaceutical Group Limited (the “Company”) is pleased to announce
the unaudited consolidated results of the Company and its subsidiaries (the “Group”) for the three
months ended March 31, 2008 in line with its current practice to publish the Group’s quarterly financial
resuits,

CONSOLIDATED INCOME STATEMENT
For the three months ended March 31, 2008

For the three months ended

March 31,

2008 2007

HK$’000 HK$'060
(Unaudited) (Unaudited)

Revenue 1,553,543 1,028,621
Cost of sales (1,143,842) (799,542)
Gross profit 409,701 229,079
Other income 17,848 3,346
Selling and distribution expenses (92,114) (86,618)
Administrative expenses (107,783) (89,444)
Other expenses (23,290) (5,066)
Operating profit 204,362 51,297
Share of results of a jointly controlled entity 1,435 (2,599)
Finance costs (27,305) (26,048)
Profit before tax 178,492 22,650
Income tax (25,765) (2,121)
Profit for the period 152,727 20,529
Attributable to:

Equity holders of the Company 151,939 20,523
Minority interests 788 6
152,727 20,529

Dividend — —

Earnings per share — Basic HK9.88 cents HKI1.33 cents
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The accounting policies used in the preparation of the financial data for the three months ended March 31,
2008 are consistent with those followed in the preparation of the annual financial statements of the Group
for the year ended December 31, 2007.

The calculation of the basic earnings per share for the three months ended March 31, 2008 is based on the
unaudited profit attributable to cquity holders of the Company of HK$151,939,000 (1.1.2007 to 3.31.2007:
HK$20,523,000) and the 1,538,124,661 shares (1.1.2007 to 3.31.2007: 1,538,124,661 shares) in issue during

the period.

No diluted earnings per share is presented for the three months ended March 31, 2007 and 2008 as there
were no potential ordinary shares in issuc during both periods,

The directors resolved not to declare an interim dividend for the three months ended March 31, 2008
(1.1.2007 to 3.31.2007: Nil).

The financial data for the three months ended March 31, 2008 is based on the internal records and
management accounts of the Group and has not been reviewed or audited by the external auditors of the

Company.

REVENUE AND SEGMENT INFORMATION

The Group reports its primary segment information by products, namely bulk drugs (including penicillin
series, cephalosporin series and vitamin C series), finished drugs and others. Segment information about

these products is presented below:

For the three months ended March 31, 2008

Bulk Drugs

Penicillin Cephalosporin

Vitamin C Finished

series series series Drugs Others Eliminations Cousolidated

HK$'600 HKS'000 HK$'000 HKS$'000 HK$'000 HK$000 HKS$'000
REVENUE
External sales 541,832 137,211 406.720 454,240 13,540 — 1,553,543
fnter-segment sales 70,751 34417 560 — 817 (106,545) —
TOTAL REVENUE 612,583 t71.628 407,280 454,240 14,357 {106,545) 1,553,543
Inter-segment sales are charged at prevailing market rates.
SEGMENT RESULTS 24,961 1,940 142,507 33,552 349 203,309
Unallocated income 7,096
Unallocated expenses (6,043)
Operating profit 204,362
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Bulk Drugs
Penicillin Cephalosporin  Vitamin C Finished
series series series Drugs Others  Eliminations Consolidated

HK§ 000 HK3'000 HK$'000 HKS'000 HKS'000 HK3'000 HK3'000

REVENUE

External sales 357,290 157,759 182,176 330,969 427 - 1,028,621
Infer-segment sales 67,912 7,181 600 — — (75,693) -
TOTAL REVENUE 425202 164,940 182,776 330,969 27 (75.693) 1,028,621

A S . S ——
i ——— e

Inter-segment sales are charged at prevailing market rates.

SEGMENT RESULTS 55,532 11,726 494 (11,512) (791) 55,449
Unallocated income 534
Unatlocated expenses {4,686)
Operating profit 51,297

BUSINESS REVIEW AND OUTLOOK

For the first three months of 2008, the average prices of penicillin industrial salt, amoxcillin and 6-APA
were USS11.59 per kg, US$30.90 per kg and US$26.88 per kg respectively, while the gross profit margin
of the series was 11.9%. The average price of 7-ACA was US$90.61 per kg and the gross profit margin of
the series was 12.7%. The average price of vitamin C was US$6.77 per kg and the gross profit margin of
the series was 51.0%. Revenue of the finished drug division increased by 37.2% to HK$454 million, with
a gross profit margin of 26.2%.

Currently the normal production of some bulk drug manufacturers is still being affected by the
environmental protection concern, resulting in certain shortage in supply. Prices of penicillin products
rebounded in April after a few months of downward adjustment, but the price level ahead is expected to
be relatively volatile. For the vitamin C division, markct demand remains strong and the product prices
should be able to stay at high level. Prices of cephalosporin products have been cut early this year in
order to curb further production capacity incrcase in the markcet and the prices ahead are expected to
remain at the current level. For the finished drug division, i1s operating environment is expected to
continue to improve.

By order of the Board
Cai Dongchen
Chairman

Hong Kong, June 18, 2008

As at the date of this announcement, the board of directors of the Company comprises Mr. Cai
Dongchen, Mr. Yue Jin, Mr. Feng Zhenying, Mr. Ji Jianming, Mr. Chak Kin Man, Mr. Pan Weidong,
Mr. Li Zhibiao and Mr. Zhang Zheng as executive directors; Mr. Lee Ka Sze, Carmelo as non-executive
director and Mr. Huo Zhenxing, Mr. Qi Moujia, Mr. Guo Shichang and Mr. Chan Siu Keung, Leonard

as independent non-executive directors. . ¥
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